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THE OUTLOOK 


A Complicated Situation— Money Easier—The Railroads— 
Pablic Utilities—Exports—Surplus Goods— 
The Market Prospect 


HE general average of stock prices is a little higher than it was two weeks ago. 
The industrials, taken as a whole, rallied better than the rails, but there has been 








a good deal of difference in the movements of different stocks. The greater 
; advance in the industrial average is largely due to the activity in a number of 


Referring to the 50-stock average, we find that the abortive peace boom carried 
that figure to 80.2 on Nov. 11, the undoing of the advance brought a decline to 71.9 
Nov. 26, then came a rally to 76.3 Dec. 11, followed by varied fluctuations which leave 
the average at present between 73 and 74. During the last six weeks the market as a 
whole has shown little if any general trend in price movements. 

Railroad and public utility bonds have been slowly reacting from the high point 
reached in mid-November, but the extent of the reaction has been only about one-third 
of the previous quick advance. Industrial bonds remain at practically their high point 
of November. As compared with pre-war levels all bonds are, of course, very cheap. 

A Complicated Situation 
HE uncertain movements of stock prices unquestionably reflect the confusion 
T in the minds of investors which naturally results from the novel complications 
left in the trail of the war. 

On the one hand, our national expenditures so far show no decrease; the 
Government is placing its certificates of indebtedness with the banks in very large volume; 
the next-Liberty Loan must of necessity be a very large one, and probably at a higher 
rate of interest than preceding loans; there is an increase in issues of new securities by 
corporations, thus still further increasing the demand for capital; Federal Bank aa 
counts based on Government obligations are still very large, although showing last 
week some reduction from the high point of $1,545,000,000 reached the week before; 
prices of important raw materials, such as iron, steel, copper, wool, etc., are slowly 
yielding; there are considerable stocks of goods in the hands of the Government which 
must be gradually sold, and large stocks of wheat and cotton in the hands of private 
holders; the labor situation shows considerable unsettlement; one important N. Y. 
traction company is in receivership—temporarily, at least—and the Interborough would 
probably be in the same fix if it were not for the protection afforded by its contract 
with the city; railroad net earnings are falling, idle freight cars are accumulating, and 
the Government's “revolving fund” is nearly exhausted; constructive work in the U. S. 
awaits developments and the export demand is so far slow— in short, throughout invest- 
ment and trade circles there is a waiting attitude, in the expectation that prices may fall 
and in any case are not likely to rise. 

On the other hand, the fact must be recognized that security prices are low enough 
to have already discounted a considerable part of the uncertainties enumerated above; 
money rates, in spite of the big demand for capital, show a tendency to become easier; 
a better supply of labor is becoming available through the release of men from service; 
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commodity prices, while yielding in spots, are generally being well maintained and show 
no signs of demoralization ; stocks of goods outside those of the Government are generally 
light; it is believed that a considerable export demand awaits the removal of war 
restrictions and a supply of ocean tonnage; retail trade continues good; and a definite, 
workable plan for solving the railroad problem has been laid before the country by the 
Railway Executives. 

The cessation of war work has released a considerable volume of credit. The 
lower money rate is partly due to that fact, and the way in which recent good bond 
offerings have been snapped up by investors shows that a considerable amount of new 


capital is available. 





Money 
EVELOPMENTS in the money market have been of considerable interest 
since Jan. 1. Up to that time loans on Government war obligations and the 
aim} outstanding banknote currency issued by the Federal Reserve banks had shown 
=== 4 rising tendency; bet in 1999 beth have begun to dechne. 

Scan of the leoding benks ve sabing @ special effet to sodlacs: tie locis ca 
Government paper. It is certainly most desirable that all Government borrowings should 
be met by the savings of the country, and thus placed on a permanent investment basis 
at the earliest possible date; but in view of the fact that another big issue of bonds must 
soon be sold, it is probable that progress in the reduction of bank loans will be slow. 

Another interesting change, although natural in the winter season, is the large re- 
turn of money from the interior as a result of the slowing up of business, especially in 
war lines. This movement will doubtless continue through January and February. 
Whether it lasts longer than that will depend on the activity of spring business. 

Since the armistice was signed there has been an increase in savings deposits, be- 
lieved to be due to the cessation of hoarding by foreigners in this country who feared that 
American banks might become as heavily involved in the war as those on the continent 
of Europe. 

The result of the above tendencies was a fall in the call money rate to 334% last 
canes ca Soe: Das a ne Onan Seunt res eee 28 er SS ere Sam ot 
New York and at Philadelphia. With spring business now only six weeks ahead and 
another big Government loan coming, no great ease in money can be expected, but the 
broad tendency should be toward lower rates. 

The Railroad Situation 
JUST settlement of the railroad problem would help the whole industrial situation. 
We have faith to believe that such a settlement will eventually be arrived at, 
ae but not faith enough to expect it soon 

— The plan outlined in considerable detail by the railroad executives is evi- 
ety workable, but will meet the opposition that any plan would have to expect in view 
of the widely variant interests to be reconciled. A somewhat obvious question already 
being asked is whether the shifting of a large part of the responsibility from the Interstate 
aie See tate cain camer edna ear eee 

tion, would not further complicate matters without achieving any important improvement. 
Fie Cosaslatier by x lane Sesseuae: ois Gis eine wack dhenies WGk caits tow 
administration or oftener, and appointments might sometimes be made with a view to 
political obligations. 

Progress is in sight when definite plans are advanced for consideration and discus- 
sion, but it is to be assumed that final action by Congress will come only after prolonged 
delay. In the meantime the roads, fortunately for their stockholders, have the Gov- 
ernment’s guaranty to fall back upon—and it is not conceivable that the American people 
will permit the roads to suffer any serious loss because of their contribution toward win- 
ning the war, which was absolutely essential to victory. 

The larger problem of meeting higher costs constitutes the real difficulty. It will 
necessarily be hard to solve, but the solvency and efficiency of the roads is so essential 
to our industrial prosperity and progress that it must and will be solved in time. 
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Public Utilities 

R. SHONTS tells the public that increased fares have been allowed to about 
M. 350 traction companies in different parts of the country. The American 
Electric Railway Association reports that increases have been granted in 90 
ak too, 156: abien Lenina 0, paneiasinn URIMMEEE ae mare and denies. tte 
pre WA La bah rcbaangs A The necessity of increases is so obvious as not to 
require argument—the companies have no way of meeting the very great rise in all costs 

and wages except by raising rates. 
It was this condition that made a receivership necessary for the Brooklyn Rapid 
Transit. Immediate difficulties could have been overcome if the longer future had been 
secure, but it was rendered insecure by the antagonistic attitude of the New York 


a 

There is abundant evidence that in this matter the public is more farsighted than 
its so-called representatives. It is noteworthy, by the way, that a popular referendum in 
Cedar Rapids recently favored granting a 6-cent fare. 

With the public utilities as with the rails, we believe that relief will be granted be- 
cause it must be granted. The service rendered by these companies is in the highest degree 
essential and they will have to be permitted to make a reasonable profit. 

Business Conditions 
N commercial lines a good deal of attention is being directed to the failure of 
export business to develop immediately, and to the surplus stocks of goods of 
CHE} various kinds in the hands of the Government. 
: As to the former, it was shown in our last issue that the general level of 
English commodity prices is now higher in comparison with American prices than ever 
before, and very far above the average price-difference which has prevailed since 1900. 
Moreover, so far American prices have shown more tendency to fall than English prices. 
International trade is broadly controlled by the relative price-planes of America and 
Europe. The discount on foreign exchange and the lack of ocean tonnage now tend to 
check our exports, but in these directions gradual improvement is to be expected, and in 
view of the scarcity of many kinds of goods in neutral countries and the limited food 
supplies in Europe we believe that a better export demand will soon develop. 

Our own surplus stocks of goods are not abnormal, but they are concentrated in 
the lines affected most by war production, while in other lines they are very small. The 
Government has announced that its policy will be to feed out its surplus to the markets 
very gradually, so as to cause as little disturbance as possible. And it is to be re- 

that the Government will still ics-teesi ak See ctanelion throughout the 
a ae Pere 

In general, business continues good, but some slackening of demand must be ex- 
pected until a further readjustment is 


The Market Prospect 
MPROVEMENT in the stock market will normally begin some months before 
aT business readjustments are completed. There are already evidences of important 
re investment accumulation in many issues. Taking the market as a whole, the buy- 
= ing is notably better than the selling, and in some of the more speculative issues the 
short interest is considerably extended. Oil stocks have had a normal reaction and show 
a good tone especially for the moderate-priced issues. The tobacco stocks are also 

notably strong, and the motors are being accumulated. 
rails show no marked tendency but we believe prices will be well maintained. 
The steels and coppers are well taken whenever they are weak, but conditions are prob- 
ably not yet ripe for aggressive strength in this section of the market. Prices of most of 
the leading industrial stocks are low, in view of the big assets piled up during the war 

and their generally strong position as regards working capital. 

January 13, 1919. 



















R. LOUIS J. SPENCE, director 
|M of Traffic of the Southern Pa- 
Pweg cific, who gives his views on 

@ the railroad situation in the fol- 
lowing pages, enjoys the distinction of 
having been continuously in the employ 
of the Southern Pacific since he began his 
railroad career. 

In 1902 he succeeded Mr. Edwin Haw- 
ley as General Eastern Freight Agent and 
in 1906 became, in addition, General 
Freight Agent of the Southern Pacific 
Company Atlantic Steamship lines. When 
Mr. J. C. Stubbs, Director of Traffic of 
the Harriman lines, retired Jan. 1, 1912, 
Mr. Spence became Director of Traffic of 
the Union Pacific, Southern Pacific, 
Oregon Short Line and the Oregon & 
Washington R. R. & Navigation Co., and 
was elected a member of the board of di- 
rectors. When the Union Pacific and 
Southern Pacific were separated Feb. 1, 
1913, under decree of the Supreme Court, 
Mr. Spence remained with the Southern 
Pacific as Director of Traffic and mem- 
ber of the board. 

In the following interview Mr. Spence 
goes directly to the heart of the railroad 
problem in a few words and indicates the 
lines to be followed in its solution. We 
consider his remarks as one of the best 
examples of clear thinking and forceful 
expression that has come to our attention 
in connection with what is perhaps the 
. most vital issue before the investment 
public today.—Editor. 
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Pressing _Needs of 
the Railroads 


L. J. Spence, Director of Traf- 
fic of Southern Pacific Out- 
lines the Solution of the Rail- 
road Problem—Competition 
the life of Efficiency—Neces- 
sity of Centralized Regulation 





Interviewed 


by BARNARD POWERS 





WALL Street, railroad security holders 
were invited to express their opinions as 
to how the railroads should be owned or 
regulated. The large number of replies 
received were almost unanimous in being 
opposed to Government ownership. Our 
interviewer was not long in finding out 
that Mr. Spence is also strenuously op- 
posed to Government ownership. 


“It is becoming difficult to find any 
one in favor of Government ownership,” 
he replied in answer to a question. 


“The only contingency in which the 
railroad security holder should be in 
favor of Government ownership,” he went 
on, “is in the event it becomes a refuge 
from intolerable burdéns, such as increas- 
ing wages and expenses without corre- 
sponding increase in revenue, and if such 
burdens are not corrected by legislation.” 

“Do you think that time has arrived?” 
was asked. 

“No,” he replied with great emphasis, 
“and moreover, there is no good reason 
why the Government should indefinitely 
continue to operate the roads. The Presi- 
dent in his message to Congress said that 
the railroads were taken over to meet the 
necessities of war and that those neces- 
sities have now been met. The roads 
should now be turned back to their stock- 
holders with the necessary corrective leg- 
islation, to fulfill a moral obligation on 
the part of the Government to relieve the 
additional burden imposed during Fed- 
eral control and to provide for protection 


and expansion.” 
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“Can the old order of things be re- 
stored ?” 

“It is obviously unpractical,” Mr. 
Spence responded, “to have wages and ex- 
penses enforced by one regulating agency 
and rates restricted by another regulating 
agency. They should be contempor- 
aneously regulated by the same power.” 

Asked if in his opinion the roads 
would continue to enjoy the present rates 
when they are returned to their stock- 
holders, Mr. Spence answered that he be- 
lieved that the lawful interstate and intra- 
state rates would be those established by 
the Director-General and would not be 
changed except by regular procedure. As 
to whether under existing conditions and 
rates the roads could pay their interest 
charges and dividends if turned back on 
as near the former status as possible, Mr. 
Spence said that traffic has been so dis- 
located that there is no certainty as to 
— form future railroad operations will 
take. 

“No living being can answer that 
question with certainty,” he said. “Gov- 
ernment operation has been an experi- 


ment and such experiments are not usu- 


ally economical. The Government has 
claimed many and great economies. As 
a matter of fact, such economies, in my 
opinion, have been greatly exaggerated. 
They are what you might call theoretical 
economies. Take, for instance, what is 
termed direct or short routing of freight. 
This is impossible under private control 
except by the entire elimination of com- 
petition. If a shipper is denied the privi- 
lege of routing his freight, how can there 
be competition ?” 

This brought in a discussion as to 
whether competition is necessary or 
desirable and on this point Mr. Spence 
was again most emphatic. 


“Reasonable competition and fair 


competition is a fundamental necessity,” 
he declared. “Every courtesy and every 
accommodation which the public enjoys 
is a result of competition. Competition 
is necessary for the public welfare and is 
an indispensable stimulant to successful 
private management. The elimination of 
competition is inherent in Government 
ownership or in any form of Government 
control. | 

“But it is not possible to operate un- 
der the old order of things,” he added, 
“so a system of regulation correlated and 
co-ordinated must be worked out. Such 
a system cannot, of course, be worked out 
on short notice but it should allow the 
roads to compete and at the same time to 
co-ordinate operations so as to eliminate 
wasteful competition and perpetuate as 
far as possible the economies established 
under Federal control. 

“For example, take passenger train 
service. Suppose there is a concededly 
extravagant duplication of passenger 
trains. It should be possible to correct 
that situation by some form of an agree- 
ment and such an agreement should be 
made lawful. It might, perhaps, be made 
subject to confirmation by some Govern- 
mental authority. The only question 
should be whether it is more to the public 
interest to effect a saving or to maintain 
competition.” 

The matter of state rights and state 
regulation, Mr. Spence observed, “and 
the correction of the former conflicting 
legislation, is the most important sore 
spot in the railroad situation. This might 
be corrected through the establishment of 
a Federal regulating authority with pow- 
ers of final supervision. There can be no 
question as to the power of the Govern- 
ment to take such a position, as the prin- 
ciple involved was settled in the Shreve- 
port decision.” 








America’s Half Billion Foreign Interest 
— Credit 


The Radical Change Resulting from Our New Position as 
a Creditor Nation—Effect on Business and Investments 
—Our Foreign bina So nara of Investing 
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‘By G. C. SELDEN 





less than $10,000,000,Q00 and 

may loan more. We have —— 

back at least $3,000,000, 
worth of our own securities previously 
held by foreigners. 

That means that foreigners will here- 
after have to pay us something like $500,- 
000,000 in interest every year, and that 
we shall also be released from the obliga- 
tion which rested on us before the war 
of paying them about $150,000,000 an- 
nually in interest money. 

In all our past history we have been 
debtors to Europe. We are now credi- 
tors, and to a vastly greater sum than 
our former indebtedness. 

This tremendous reversal of our posi- 
tion, far overleaping the wildest flights 
of any pre-war ination, must have 
the most important effects on our invest- 
ment outlook and on our foreign trade, 
and through them epee our general busi- 
ness prospect. What will those ef- 
fects be? 

In Gold, Goods or Securities 

There are only three ways in which 
this half billion annual payment can be 
made to us—in gold, in goods, or in se- 
curities. 

Suppose the payment could be made in 

ld—what would be the effect? An in- 

ow of half a billion in gold, on top of 
our already very large accumulations of 
the yellow metal, would swell our bank 
reserves beyond reason, cause an ab- 
normal ease in our money market, stim- 
ulate a violent speculation not only in 
securities but in all sorts of co ities 
also, raise prices to a level still higher 
than that already reached, cause a further 
increase in the cost of living and in 
wages, and further reduce the purchas- 


W) E have loaned foreign nations not 


“ / 


ing power of our money and of all fixed 
incomes, 

At the same time it would have exact- 
ly the opposite effects on the nations 
which paid us the gold. The rise in our 
prices accompanied by a fall in Euro- 
pean prices would make America a good 
market to sell goods in and a poor mar- 
ket to buy from. Therefore our exports 
would fall and our imports would rise. 
From a big export balance we should 
shift to a big import balance, until the 
point was reached where Europe could 
pay us its annual interest bill in goods 
and gold would cease to flow to our 
shores. 

Such an outcome would be most un- 
desirable, hence it is just as well that it 
is impossible. Europe, with .its supplies 
of gold already depleted by the war, 
could not possibly get hold of enough 
gold to meet this big annual obligation. 

The payment could, however, be made 
in the form of goods ; for if Europe 
has not gold she still has labor with which 
to produce a great variety of products 
and manufactures for which we have 
constant use. This would come about, 
in actual practice, through the rates on 
foreign exchange. 

For example, in Italy the cost of a 
draft on New York is now about 10% 
of the amount to be remitted. This 
means that the Italian importer must pay 
10% more for goods bought in the 
United States, while the Italian exporter 
gets an additional profit of 10%. Just 
now this abnormal condition does not 
greatly stimulate Italian exports to us, 
because Italian industry is still running 
in war channels, and even if it were not 
the ships to send us goods in quantity 
are not available. , 
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But as industry becomes readjusted to 
a peace basis and ocean tonnage becomes 
again available for peace trade, it is clear 
that a 10% profit on rts and a 10% 
tax on imports would have a great ef- 
fect in decreasing Italian from 
the United States and increasing Italy’s 
sales to us. 

If Europe has to make a a of 
half a billion dollars to the U. S. — 
year, and if she has not the gold wi 
which to make it, the natural result 
(providing we do not take her notes or 
bonds for the money) will be that ex- 
change rates on America will go to a 
considerable premium. The European 
buyer of American goods will not only 
have to pay for them but he will have 
to pay a considerable additional sum in 
order to make his remittance across the 
sea. All American exports would face 
this handicap. But the American buyer 
of foreign goods would get the benefit 
of this exchange premium abroad, and 
could therefore afford to sell his im- 
ported goods_just that much cheaper to 
his American customers. 

Therefore with a foreign premium on 
American ex r an American 
discount on foreign exchange, which is of 
course the same thi f say 10%, our 
exports would quickly fall off and our 
imports would increase. The balance of 
trade would soon turn against us. 

This situation would greatly handicap 
our newly fledged efforts to build up our 
export trade, and would bring an increas- 
ing quantity of foreign into com- 
petition with our own products in our 
home markets. Yet its final results 
would be far less injurious to us than 
the pa yaks ny eetdery yore 
in gold eve ; for payment in 
py ty an abnormal discount on 
foreign exchange rates would not inflate 
our currency nor our price level, nor 
would it stimulate a wild speculation. 

Payment by Foreign Securities 
Tie See oh te ahiher to ante 

the half billion is by giving its 
a that is, by selling us bonds or other 
securities. At first thought this may not 
seem like a genuine payment. But if 
we are 0 foreign bonds which are 
adequately secured, which yield a rate 


of interest attractive to us, and which 
are desired by American investors, they 
will be the equivalent of money in settling 
the annual interest bill. 

That is, of course, just what we have 
been doing during the war. The table 
herewith shows the excess of our ex- 
srs over imports since 1907. It will 

seen that before the war our ordinary 
annual excess of exports was about 
$500,000,000. But during the last four 
years the total has been about $11,200,- 
000,000, or $9,200,000,000 above the pre- 
war average—a sum surprisingly close to 
the total of our loans abroad. We have 
been exporting and taking our pay 
in bonds—that is how we have built up 
that half billion of interest which we are 
now to receive every year. 


U. S&S. TRADE BALANCE, OR EXCESS 


OF MERCHANDISE EXPORTS 
OVER IMPORTS 


We can go on doing the same thing pro- 
vided we can sell Europe the goods; and 
even if we can’t sell the goods (because 
of Europe’s ability to make its own goods 
in times of peace) we can at any rate ac- 
cept bonds in payment of Europe’s an- 
nual interest obligation to us. All we 
have to do is to look the bonds over care- 
fully to see that they are good and are be- 
a. to us at a fair price. 

Me rs is a England and cee have 

ing for many years, and explains 
why before the war they were the richest 
nations on earth. They had been lending 
money all over the world and taking their 
interest payments partly in and 
partly in additional bonds or other se- 
curities. 

We have only to make the illustration 
personal to see how advan us it is to 
this country. Suppose you have $10,000 
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in interest money coming in every year. 
Which would be most to your advantage, 
to receive it in coin to be carried in your 
vault; or in goods and luxuries, which 
you would consume and use up; or in 
good bonds, from which you would con- 
tinue to draw more interest indefinitely? 
Your position would be precisely similar 
to the position of the American nation 
today. 

These interest payments give us com- 
mand over the labor power of Europe. 
By means of them we can, if we choose, 
cut down our own production or keep it 
stationary and compel Europe to work 
for us and to furnish us goods to the 
extent represented by the interest due us. 
But it is far more to our advantage to 
keep on increasing our own production 
and at the same time to build up our 
wealth by enlarging our investments 
abroad, so that our income from that 
source may continue to grow along with 
our domestic income. 


The Actual Outcome 


We may well ask, at this point, what 
will be the actual outcome? Our people 
know but little about foreign investments. 
They cling to the notion that we should 


“keep our money at home.” Within 
limits, this is a good policy; but in a sit- 
uation where keeping our money at home 
would result in checking our exports and 
bringing a great increase in imported 
goods to compete with our own products 
in our home markets, it is evident that a 
different rule must apply. 

This popular feeling is reflected in 
Congress, where there is a marked dis- 
like to further loans to our allies now 
that the war is over. There is also a 
strong sentiment in favor of putting up a 
tariff wall to keep out the foreign goods. 
But if we shut out the goods by means 
of which it would be possible for our 
debtors to pay their interest obligations 
to us, how are they to make the payment? 
Not in gold, for they haven’t enough of 
it and we don’t want it. There are only 
two alternatives, goods or securities. If 
we object to the goods, we must take the 
securities. 

We do not object to foreign goods in 
themselves. We are glad to get them— 
on satisfactory terms. But we do object 


to any such quantity of goods as would 
prevent the growth of our home produc- 
tion or check the development of our ex- 
port trade. 

I believe the situation will work out 
something like this: A gradual increase 
in imports of luxuries from Europe. 
Further loans to Europe, either by our 
Government or by private investors or 
both. An important development of our 
foreign trade with non-European coun- 
tries, especially South America, China 
and Russia when a stable government has 
been established there, and a consider- 
able sale here of the securities of those 
nations. 

It is quite true that a big export bal- 
ance has, in the history of this country, 
preceded and accompanied periods of 
business prosperity. That is partly be- 
cause of the inflow of gold which has re- 
sulted from such exports, and partly be- 
cause the big exports were due to a re- 
latively low price level in this country 
and the subsequent rise of prices has 
stimulated business. In other words the 
big exports indicated a general condition 
likely to generate prosperity, and were 
only to a moderate degree the actual 
cause of the prosperity. 

But on the other hand, it must be re- 
membered that a big export balance, when 
continued over a long period, is a sign 
of weakness rather than of strength. It 
is the debtor nation which must export 
more than it imports, in order to pay the 
interest on its indebtedness. The creditor 
nation normally imports more than it ex- 
ports—it has set other countries to work- 
ing for it. 

Our exports to neutral nations, which 
have been unable to import during the 
war, are likely for a time to be liberal; 
but I believe that, in the long run, our 
export balance will not be any larger than 
it was before the war. We must get rid 
of our provincial and childish notion that 
an excess of exports is the object of for- 
eign trade. The profit in foreign trade 
must be reciprocal, else there would be no 
foreign trade. It is the increase in the 
total of our exports and imports that 
means increased profit—for nothing is 
either exported or imported unless a 
profit results from each transaction. 
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As a Creditor Nation, We Must Play 
the Creditor’s Part 

The moral is clear. As a creditor na- 
tion, we cannot maintain the debtor’s at- 
titude of mind. As a creditor nation, we 
must follow in the footsteps of those 
other nations which have played the part 
»f creditors, England and France, in our 
readiness to lend on adequate security. 
As acreditor nation, we must stand ready 
to buy the good securities of our debtors. 

We must realize that a creditor nation 
rarely exports more than it imports. The 
real strength of its position, the chief ad- 
vantage, of being a creditor, is that it gets 
goods wanted by its people without being 
obliged to give other goods in exchange 
for them—-since a part of its imports rep- 
resent the interest on investments pre- 
viously made. 

As a creditor nation, if we want a big 
export trade we miust, in part, lend for- 
eign countries the money with which to 
buy our goods. This is, in fact, the most 
profitable form of export business, since 
we not only get a profit on the exports but 
we also build up a permanent and grow- 
ing income in the form of interest on the 
loans. 

Foreign Securities Coming 

It cannot be doubted that our investors 
will soon see the point to be gained 
the placing of foreign sesteritles nee e 
shall have a foreign securities department 


owning European bonds, Chinese bonds, 
stocks in growing and prosperous South 
American companies. We shall realize 
that, as between an American enterprise 
which will earn 8% and pay 5% on the 
investment, and a foreign concern which 
can earn 12% and pay 7%, the latter is 
the more desirable. 

This is only another step in our prog- 
ress from the national to the international 

int of. view in politics, trade and 
ee Congress, recruited as it is from 
miscellaneous political sources, will 
doubtless lag behind the thinking class of 
our citizens in catching the spirit of the 
c , but it is not too much to hope 
that in time the new idea will penetrate 
even into the halls of legislation. 

Private interests are already awake to 
the significance of our half billion of new 
income from abroad, and to the great ad- 
vantage of building up foreign trade by 
increasing our ownership in foreign 
bonds and foreign enterprises, thus draw- 
ing a permanent interest-tribute from 
outside our own boundaries. It is a nat- 
ural and indeed unavoidable channel for 
our.further development as a nation. 

And incidentally, this means a new and 
important broadening of our investment 
markets. Just as England will no longer 
be the only international ex mar- 
ket, so London will no longer be the onl 
great international market for canted. 
America’s leap into foreign war and 


on the Stock Exchange. We shall grad- 
ually habituate ourselves to the idea of 


politics will also land her in the arena of 
foreign trade and finance. 


PROBLEMS OF READJUSTMENT 


The problem of the next few months, which constitute the readjustment 
problems, are as difficult of solution and are as important as even the problems 
of war. They demand the deepest consideration and the calmest judgment of 

men. This is no time for partisanship, it is no time for political differ- 
ences, to cloud the view. America, the richest of all nations in natural resources, 
in railroads, in producing capacity and in gold supply, has before it the possibility 
of a prosperity such as the world has never known. It has been invigorated by 
the war. Civilized countries were never more friendly disposed toward it. I 
have none of the fears of the pessimist as to our long future. The immediate 
future is the period which may give us the greatest concern. Let us evidence 
our patriotism by devoting ouiselves to the solution of these problems. Let us 
accept the obligation of citizenship and devote our minds, trained in business 
development, to solve the great problems of this period.—Charles E. Mitchell, 
president National City Co. 








New York Traction Stocks 





Brooklyn Rapid Transit’s Dilemma 
Traction Company Takes Refuge in Courts—Result of 
High Costs and Fixed Charges—Stockholders’ Position 





By A. U. RODNEY 





cian and stock market opera- 
exeny tor, should physically return to 
—=—— this troubulous planet and see 
“the apple of his eye” sunk to its pres- 
ent ignominious position, he would 
probably say, “impossible: this cannot 
be.my Brooklyn pid Transit”. A 


rs) T F ex-Governor Flower, politi- 
rf 


. whole. 


as you a have guessed, con- 
sists of the Public Service Commission 
and other municipal officials, have re- 
fused to recognize the trend, of the 
times against ee Paw og -e of the — 
tion security holders, tax pa 

city nth; end “even en els 
For is not the city a partner 
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receivership for Brooklyn _~— 
Transit in the eyes of Flower and hi 
associates was probably as remote as 
the possibility of the moon being made of 
green cheese. 

But neither Flower with all his fore- 
sight, nor anyone else for that matter 
could possibly be credited with ability 
to predict that a body of public men, 
in whose hands the fate of the trac- 
tions has been resting for over a year, 
could display such stupidity, ignorance, 
and stu ess. of 


with the Traction Companies? Does 
not the fact that the Companies were 
not able to obtain a sufficient fare to 
maintain the proper service rightly af- 
fect the traveling public? And after 
all has not the ruinous policy pursued 
by the city led to a endl where 
the rates will have to be increased or 
somebody will have to pay the bills, 
which places the situation exactly 
where it was when the whole thing 
started? 


It isn’t a question of “the public be 
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damned,” either. The nickle in the old 
days paid for a ride on a dirty ram- 
shackle car, cold in the winter, lighted 
by oil lamps and drawn by a pair of 
half dead horses. While it is granted 
that such service was short of meeting 
requirements, the service obtained to- 
day even in proportion is out of pro- 
portion for the payment received. This 
phase of the situation however has 
nothing to do with the circumstance at 
hand. The whole proposition resolves 
itself into trying to force a business 
to sell something at a lower price than 
it cost. Even the “business men” who 
run New York City, admit that this 
cannot be done. It is probably little 
consolation to “cry over spilt milk” at 
least from the security holders’ point 
of view. The question now to consider 
is what should Brooklyn Rapid Transit 
stockholders do with their securities 
and what is the outlook for the com- 


pany. 
New Lines the First Trouble Maker 


Although the failure of the city to 
provide an increase in fares to pay for 
the needs of the Company during these 
days of high operating cost, is the 
primary cause of Brooklyn Rapid 
Transit’s collapse, the Company was 
getting into trouble in a financial way 
as far back as the middle of 1913. In 
March of that year, the New York 
Municipal Railway Corporation, the 
building subsidiary of the Brooklyn 
Rapid Transit, executed four contracts 
with the city of New York, starting 
thereby the great Dual System. The 
City agreed under these contracts to 
construct at its expense, three rapid 
transit railroads, namely: The Broad- 
way—4th Avenue Line, The Culver 
Line, (a branch of the 4th Avenue sub- 
way to Coney Island) and the 14th. St. 
—Eastern Line. Where Brooklyn Rapid 
Transit got into trouble was when 
they agreed to construct at their own 
expense several other elevated lines 
and add additional tracks upon the pres- 
ent system. The total cost of opera- 
tion under the-contract was figured at 
$165,500,000, out of which total the 
Brooklyn Rapid contributes $65,000,- 


000, besides the contribution of exist- 
ing rapid transit railroads. 
Other provisions of this contract are 
well known to our readers having been 
cited in various analyses of this Com- 
pany in these columns. While it is 
conceeded that eventually this new sys- 
tem will be a big money maker and will 
show a good return on the investment, 
only a small part of the system is in 
the operating stage and most of it is 
still being constructed. In the mean- 
time, the situation has had a disastrous 




















affect upon B. R. T. The steady in- 
creasing fixed charges have taken 
their toll out of net earnings with the 
effect that despite increasing gross 
operating revenues, this increase has 
not been large enough to offset the in- 
crease in fixed charges. Deficits were 
shown on the operation of these new 
lines, and the most sanguine forecasts 
by officials of the Company, predicted 
that it would take ten years before the 
new lines became self ag i 

spite these unfavorable con 


. De- 
itions, 
however, there is no question but that 
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B. R. T. would have been able to 
weather the storm had it not been for 
the abnormal conditions which have 
maintained for the last year or two. 

While it was my opinion recorded in 
these columns just two years ago, 
(see MAGAZINE OF Watt Street, Feb- 
ruary 3, 1917) that B. R. T. would 
have a hard road to hoe for the next 
five or six years no receivership was 
forecast and undoubtedly a receivership 
would have been avoided. 


B. R. T.’s Collapse 
In face of a condition where it cost 
the Company 61/3 cents to carry each 
passenger against a 5-cent fare, it is 
no wonder that B. R. T. sought 
refuge in the courts. Although this 
condition would eventually have 


been followed by a _ receivership, B. 
R. T.’s condition at the end of the 
year was such that it could have 
avoided this disaster at least for a 
time, with the hope that its fortunes 
could be bolstered up by a change in 
heart of the Public Service Commis- 


sion. Officials of the Company how- 
ever; thought properly that it was 
useless to continue the — fight 
and it probably was as well to throw 
up the sponge now as at any other 
time. Aside from the earnings situa- 
tion, the Company was short of ready 
cash due to the diversion of earnings 
paid for construction work and equip- 
ment. Instead of being able to fi- 
nance construction and new equip- 
ment by Short term notes or long 
term bonds, the Public Service Com- 
mission with its usual business for- 
sight forced the payments for these ex- 
penditures out of earnings with the re- 
sult that on top of deficits from 
operation of the new lines and high 
cost net income fell off steadily until 
the company was unable to meet the 
semi-annual interest on $57,735,000 
7% notes due January Ist, 1919. 
Through an arrangement with the 
War Finance Corporation, the direct 
Joan of $17,320,500 was obtained, which 
enabled the Banking interests to meet 
the maturing issue of $57,735,000 5% 
notes, (matured July Ist, 1918). The 
notes were met by an offer of 30% cash 


and 70% notes to holders of the old 
5% notes. 


Where Stockholders Stand 


To attempt to unravel the B. R. T. 
situation, with a view of determining 
the position of holders of the stock is 
as complicated an adventure as ne- 
gotiating the mythological maze of 
‘thrace. The Company’s financial struc- 
ture itself, through the various agree- 
ments with street railway companies and 
with the Interborough on construction, 
would present a problem of rehabilita- 
tion to the most ingenious reorganiza- 
tion committee. But the infestion of 
the city into the affair, on the one hand, 
and the United States Government 
through advances by the War Finance 
Corporation on the other, so compli- 
cates the matter, than an attempt at a 
solution of the problem at this time 
would be futile. Early estimates, 
amounting practically to nothing more 
than guesses, place an assessment ot 
$10 a share on the stock. This would 
provide about $7,455,000 and the sum 
would take care of reorganization 
costs and provide sufficient working 
capital to allow the company to con- 
tinue operations, providing of course, 
adjustments were made on the con- 
tracts with the city so that financing 
could be done by the issuance of se- 
curity obligations and not out of earn- 
ings. 

For immediate needs Mr. Garrison 
states that the company will require 
about $8,000,000 out of which $3,400,. 

-000 is necessary to obtain increased 
motive power to operate the new ty 
of cars which will be in use when the 
new lines are in operation. The re- 
maining amount will be needed to pro- 
vide rolling stock, wiring and finishing 
certain construction work. The re- 
ceiver expects to obtain the $8,000,000 
through issue of receivers’ certificates 
to that amount. All of the foregoing, 
however, has to do with the needs of 
‘he Company in the Receiver’s hands 
and has no direct bearing on stock- 
holders future position. 


‘A Painful Reorganization Faced 
The earnings situation, however, is 
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the big factor. The company cannot 
do business under the present con- 
ditions, or conditions that are likely to 








B.R.T 
PRICE OF STOCK 
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prevail for the next six months or a year, 
on a 5-cent fare basis. Nor can the re- 
ceiver hope to operate the concern on a 


paying basis under the same conditions. 
Now that the damage is done, and that all 
concerned are affected adversely, the City 
is magnanimously considering an in- 
crease in fares outright or operating the 
tractions under the “Boston plan.” In 
any event, B. R. T. is faced with a long, 
costly and painful reorganization. It will 
probably be pointed out that the equities 
for the B. R. T. are considerably in ex- 
cess of the selling price of the issue, but 
after all, equities have very little to do 
with what stockholders are likely to get, 
especially since there is no chance that 
the property will be liquidated. In short, 
holders of B. R. T. stocks unless they 
are prepared to face many months of 
disheartening waiting, could do better 
by switching their funds to something 
else. B. R. T. is a great property, a 
good money maker now, under normal 
conditions, and a prospective exceptional 
money maker when its lines will be fully 
completed. But conditions are not 
normal; there are too many “fingers in 
the pie” and it will be a long time before 
stockholders see daylight. Aside from 


minor es and downs caused by the on 
o 


again, again increased fare situation, 


’ B. R. T.’s outlook is dark. In a receiver- 


ship, with dividend prospects remote and 
facing a period of drawn out rehabilita- 
tion, B. R. T.’s stock is not cheap 
at 25. 








Is Manhattan “L” Endangered? 


Details of Manhattan-Interborough Lease—Outlook fe: 
the Stock 





and investigation than can ever 
etal te mabe Ree ah thew 
of judicious investment or lu specula- 
tion. Your millions made in Standard 
Oils, in the railroads, or more recently 
in our memory, Beth. Steel, Mercantile 
Marine and eral Motors pall to in- 
significance when ranged alongside of 
the stupendous losses suffe by in- 


[M. ORE money is lost in Wall Street 
through lack of ordinary caution 
Re 


vestors, large and small, through pure 
over-sight or lack of attention. ote- 
worthy examples of the latter can be 
found in New Haven, Boston Elevated, 
B. R. T., and so on ad infinitum. 

But is this necessary? Have investors 
anyone to blame than themselves for sud- 
denly awakening and discovering that 
their investment has depreciated over 
100%? It is true that a certain 
amount of loss cannot be avoided 
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even by the keenest investor, as he 
will, at times, be confronted with a 
situation that ‘could not be seen or fore- 
seen. But the big things, circumstances 
currently effecting a company’s affairs 
can with little effort be determined in 
time to point out to the investor just how 
he stands, Just because twelve years ago 
a company made a certain amount of 
money, and its stocks sold at a high price, 
is a childish reason for supposing that the 
same conditions must prevail today. 
Times change, public opinion changes, 
income changes and before income is re- 
vised up or down, factors that go into the 
producing of income are revised. 








of the original incorporation. By the 
terms of the lease, the Interborough Co. 
agreed to pay an annual rental of interest 
on the M ttan Company’s bonds and 
6% on the capital stock until 1906, and 
thereafter 7% per annum. 

The company now owns all of the 
elevated railroads of the Boroughs of 
Manhattan and the Bronx, New York 
City. From time to time extensions have 
been made, equipment added, etc., under 
agreement with the Interborough Transit 
Co., whereby the latter was to pay for 
the improvements. According to prevail- 
ing estimates, the Interborough Co. has 
invested $25,000,000 in these extensions 


MANHATTAN RAILWAY CO., VITAL STATISTICS 


Total 


Rev.from Operating 
Transportation Revenues 


$14,446,168 
14,333,394 
15,055,142 
15,414,146 
15,552,484 
15,689,915 
15,954,838 
15,589,948 
16,534,276 


17,478,275 18,411,253 


So it is that in every period new fa- 
vorites appear and many old “stand-bys” 
are effected adversely. This the investor 
must watch, and, if he would k his 
capital intact, foresee. Is it time to focus 
the searchlight on Manhattan Elevated? 
An old standard investment in a for- 
merly impregnable position has become 
tangled in the New York traction fiasco 
and investors must determine now, 
while it is not too late, whether or not 
their days of safety are past. 


Manhattan Guaranteed 


Early in its career, Manhattan “L” 
stock settled into the purely investment 
class. Operated from 1875, when the 
company was incorporated as a consoli- 
dation of the New York Elevated Rail- 
road, the Metropolitan Elevated Railway 
and Suburban Rapid Transit Companies, 
to 1903 when the per was leased to 
the Interborough Ra id Transit Co. for 
999 years, the lease dating from the time 
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$ 649,887 
579,887 


1,441,188 
1,479,838 
1,601,036 
1,528,390 


1, 

es 
1,393,230 
1,146,180 
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7,951,279 


out of $45,000,000, laid aside for the 
purpose. 
Manhattan Self Supporting 


That the Interborough Rapid Transit 
Co. has lost nothing by its agreement to 
guarantee a 7% dividend on the Man- 
hattan stock, can be seen by the record of 
earni shown on the table herewith. 
From 1911 to 1916 inclusive the company 
maintained earnings well over 9% on its 
capital stock, even in 1917 a universally 
bad year for public utilities in general, 
and tractions in particular, corte ap- 
proximated 9%, or to be exact 8.91%. 

From 1911 to 1916, revenue r- 
tation maintained a level of about . 
500,000, and operating range 
between $6,500,000 and $7,000,000. In 
1917, however, revenue from rta- 
tion jumped from RES. for me 
preceding year to $17, ‘ rat- 
ing were increased to $8,465,690 
from $7,132,974. With a result that net 
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income showed a falling off to the extent 
of a little over $200, There was 
nothing alarming in the situation even 
with this decrease in net, as the dividend 
requirement of $4,200,000 was earned by 
a safe margin. This year, however, there 
was a different story to tell. 

Operating expenses have increased with 
such rapidity that it is expected that the 
company will not earn its dividend re- 
quirement by $1,000,000. Of course the 
depreciating purchasing power of the 
nickel, together with the rise in every- 
thing that goes into the operation of a 
traction property, is the cause of this 
poor showing. Surprising as this may 
seem, however, there is another circum- 
stance that the Elevated Railways are 
facing, and that is a falling off in traffic 
of the result of divergence to the sub- 
ways. This is probably a temporary 
factor, however. 

For the year ending June 30, 1918 the 
ratio of operating expenses to revenues 
was about 5314% against 42% in 1914. 
The rise in operating costs was accom- 
panied by a rise in fixed charges of about 
$2,000. per annum as a result of new 
extensions, trackage and improvements. 
Certainly Manhattan Elevated is facing 
the same conditions as the other tractions 
of New York City. Unless some relief 
is obtained in the way of a higher fare, 
Manhattan is sure to be “up nst it” 
and the only reliance stock holders can 
depend upon is the guarantee by the In- 
terborough. Let us investigate this phase 
of the situation. 


The Manhattan—Interborough Lease 

Under the terms of the lease the Man- 
hattan apg is put in the position of 
receiving a fixed rental from its property, 
whether or not the Interborough makes 
any money out of the operation of the 
property. Its position is similar to that 
of any lessor. Accor to the terms of 
the lease, Manhattan Company leases 
everything ible or intangible to the 
Interborough, with the exception of its 
franchises and other rights necessary to 
maintain its corporate existence. In con- 
sideration the I. R. T. covenants to pay: 

(1) Yearly rent of $10,000, payable 
semi 


-annually. 
(2) A dividend of (now) 7% of the 


capital stock of the company and further 
agrees that no reduction in the dividend 
will be made except by unanimous con- 
sent of the stockholders. 

(3) As rent, interest on the bonds of 
the Manhattan Company. 

(4) In addition to the rental agrees to 
pay, as rent, all taxes, assessments, license 
fees, water rent, duties, imposts, etc., etc. 

(5) The cost of contests against the 
Manhattan franchise, rights, etc. 





MANHATTAN RAILWAY 


PRICE OF STOCK 
200 


175 
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The Interborough deposits $4,000,000 
in the hands of a trustee as a guarantee 
of good faith. 

In case of a default of any of the 
payments by the Interborough for ninety 
days, the lease terminates at the option of 
the Manhattan Company. 

The gist of the ment between the 
two companies is simply that the Inter- 
borough will operate and maintain and 
improve the property of the Manhattan, 
in return for which the Manhattan Com- 
pany will receive a fixed rental. The only 
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source of revenue therefore for the Man- 
hattan Company is derived from stipu- 
lated rental paid by the Interborough. 
Profits made in excess of this rental of 
course accrue to the Interborough Com- 


pany. 
Lease Profitable to Interborough 


Practically since the assumption of the 
lease by the Interborough, it has been a 
money-maker for that company. Earn- 
ings were consistently in excess of all 
charges, including dividends on the stock 
and a yearly surplus of over a million 
dollars was consistently shown. But 
New York traction conditions have so 
changed that there is now an entirely 
different aspect to the matter. If a 
remedy could be seen for the situa- 
tion, it would be highly improbable that 
the Interborough would throw up their 
lease, that is if the two bad years were 
the result of bad business conditions gen- 
erally and that the future should normally 
right itself. 


Manhattan Elevated Stock 


There are several situations that may 
arise and each one of them would have a 
different effect on the attitude of stock- 
holders to their issue. In the first place 
if the Interborough should make an out 
and out default on its lease (which it is 
very unlikely that it will do) the Man- 
hattan property will be taken over by the 


corporation and operated on its own. In- 


that case, assuming that there will be no 
increase in fares (and that is probably 
the only way the lease would be broken ) 
the company would probably fare as 


badly if not worse, as earnings would 
certainly not be sufficient to pay the 7% 
dividend. Asa matter of fact the margin 
of safety over dividend requirements has 
never been large enough and the stock 
would not have been entitled to a 7% 
dividend if it were not for the guarantee. 

In the event of an Interborough re- 
ceivership, a situation much discussed at 
present, it is my opinion that the re- 
ceivers would think it advisable to retain 
the lease in that firstly, the Manhattan has 
always been a money maker for the Inter- 
borough and if the receiver gets an in- 
crease in fare, which will have to be ob- 
tained to pull the properties out of the 
hole, Manhattan will make money for the 
Interborough. In addition the Inter- 
borough has an investment of about $25,- 
000,000 in improvements on Manhattan’s 
property which would be lost in case of 
default on the lease. 

If on the other hand the traction com- 
panies get an adequate increase in fares 
before Interborough is plunged into re- 
ceivership, Manhattan stock will retain 
its guarantee and, at its present price of 
about 87, is cheap. In any event the 
stock is selling at the lowest price in its 
history (as a guaranteed stock) and it 
probably now discounts most of the 
unfavorable factors in the situation. 
Until the future of the Interborough 
can be pictured more clearly, stock- 
holders should retain their issue at 
these levels, but should bear in mind 
that in case of default on the lease and 
in the event of the Manhattan Com- 
pany operating the property itself, the 
stock is not a safe 7% issue. 


Value of New York Railways Assets 


Crisis in. Earnings and Operating Conditions—Is Muni- 


cipal Ownership the Answer? 





By JOHN MORROW 





ECEIVERSHIP for the Brook- 
lyn Rapid Transit Co. exploded 
the New York traction situation 
and threw out into the clear the 

issues at stake. For some months the 


question of fare increases for the transit 
lines that serve the Greater City has 


been simmering. Now it is boiling. 
Market prices of all of the securities 
representing the traction companies have 
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been discounting the possibilities, and as 
this is written there is little surface en- 
couragement. 

The city authorities have been per- 
sistent in their refusals to listen to fare 
increase petitions. B. R. T. which oper- 
ates elevated, subway and surface lines 
is confronted with all the problems facing 
the various kinds of traffic lines, but the 
New York Railways Co. operating sur- 
face lines only in Manhattan, is in grave 
danger of a receivership, or so Presi- 
dent Shonts has publicly announced. 

New York Railways is earning less 
than the interest required on the obliga- 
tory charges, to say nothing of payments 
on the optional obligations, represented 
by the income bonds. According to 
President Shonts, the company to present 
a decent showing should have an eight 
cent fare, represented by an original five 
cent fare, and a charge of three cents 
for transfers. This plea the municipal 
rulers peremptorily refused, but the fight 
is not yet over. 


In order to understand clearly the 
various developments in the situation 
which are sure to come, it is necessary 
to have in mind the general status of the 
New York Railways, and its record. The 
company is the successor to the old Met- 
ropolitan Street Railways, of redolent 
memory, and came into corporate exist- 
ence December 29, 1911. It operates 151 
miles of single track, of which 42.75 
miles are owned, 96.64 miles are leased, 
and 11.61 miles operated under agree- 
ment. There are no less than 26 com- 
ponent companies comprising the sys- 
tem, and the total capitalization as 
represented by securities outstanding in 
the hands of the public, and excluding 
bonds and stocks of the leased and sub- 
sidiary companies owned by the New 
York Railways, totals between $97,000,- 
000 and $98,000,000. 

Control of New York Railways rests 
with the Interborough Consolidated 
Corporation through ownership of $15,- 
256,743 of the $17,495,060 outstanding 
stock. Reference to the “family tree” 
of the Interborough system, which ac- 
companies this article, will show the re- 
lationships in detail. It does not require 
an active imagination to vision the com- 


plexities, both with regard to finance 
and operation, that would result should 
a receivership for New York Railways 
eventually ensue. 

Since New York Railways Co. securi- 
ties have been on the market, perhaps 
the most active interest has: been at- 
tached to the $30,626,977 adjustment in- 
come 5s due 1942. In no one calendar 
year has the company earned sufficient 
to pay the full amount to which the 
bonds are entitled. These bonds sold as 
high as 63% in February 1916, and 
touched the low price of 11 on December 
27, 1918. At this low figure the issue 
represented a market valuation of $3,- 
368,967 on a par value of $30,626,977. 
Table I shows the various amounts that 
have been paid in interest on the issue. 
The last payment was made on October 


TABLE I 








1, 1916. Since then declining earnings 
have absolutely precluded any considera- 
tion of interest. 

The premier bond issue that bears the 
New York Railways name is the first 
real estate refunding 4% due 1942. This 
issue is secured by a lien on the entire 
property of the company, and upon the 
leaseholdinterest in subsidiary companies. 
The issue is subject to about $10,800,000 
prior lines, mainly represented by under- 
lying bonds of component companies of 
the system. The refunding 4s reached 
815% in January 1912, and sold as low 
as 38% in December 1918. Interest due 
January 1, 1919 was paid, but it is alto- 
gether likely that loans had to be ar- 
ranged for to satisfy the coupons. 


Crisis in Earnings and Operating Con- 
ditions 


As far as “returns upon investment” 
is concerned the control of New York 
Railways by Interborough Consolidated 
has never benefited the controlling com- 
pany one jot. New York Railways has 
never threatened to pay any dividends, 
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source of revenue therefore for the Man- 
hattan Company is derived from stipu- 
lated rental paid by the Interborough. 
Profits made in excess of this rental of 
course accrue to the Interborough Com- 


pany. 
Lease Profitable to Interborough 


Practically since the assumption of the 
lease by the Interborough, it has been a 
money-maker for that company. Earn- 
ings were consistently in excess of all 
charges, including dividends on the stock 
and a yearly surplus of over a million 
dollars was consistently shown. But 
New York traction conditions have so 
changed that there is now an entirely 
different aspect to the matter. If a 
remedy could be seen for the situa- 
tion, it would be highly improbable that 
the Interborough would throw up their 
lease, that is if the two bad years were 
the result of bad business conditions gen- 
erally and that the future should normally 
right itself. 


Manhattan Elevated Stock 


There are several situations that may 
arise and each one of them would have a 
different effect on the attitude of stock- 
holders to their issue. In the first place 
if the Interborough should make an out 
and out default on its lease (which it is 
very unlikely that it will do) the Man- 
hattan property will be taken over by the 
corporation and operated on its own. In 
that case, assuming that there will be no 
increase in fares (and that is probably 
the only way the lease would be broken) 
the company would probably fare as 


badly if not worse, as earnings would 
certainly not be sufficient to pay the 7% 
dividend. Asa matter of fact the margin 
of safety over dividend requirements has 
never been large enough and the stock 
would not have been entitled to a 7% 
dividend if it were not for the guarantee. 

In the event of an Interborough re- 
ceivership, a situation much discussed at 
present, it is my opinion that the re- 
ceivers would think it advisable to retain 
the lease in that firstly, the Manhattan has 
always been a money maker for the Inter- 
borough and if the receiver gets an in- 
crease in fare, which will have to be ob- 
tained to pull the properties out of the 
hole, Manhattan will make money for the 
Interborough. In addition the Inter- 
borough has an investment of about $25,- 
000,000 in improvements on Manhattan’s 
property which would be lost in case of 
default on the lease. 

If on the other hand the traction com- 
panies get an adequate increase in fares 
before Interborough is plunged into re- 
ceivership, Manhattan stock will retain 
its guarantee and, at its present price of 
about 87, is cheap.. In any event the 
stock is selling at the lowest price in its 
history (as a guaranteed stock) and it 
probably now discounts most of the 
unfavorable factors in the situation. 
Until the future of the Interborough 
can be pictured more clearly, stock- 
holders should retain their issue at 
these levels, but should bear in mind 
that in case of default on the lease and 
in the event of the Manhattan Com- 
pany operating the property itself, the 
stock is not a safe 7% issue. 





Value of New York Railways Assets" 


Crisis in. Earnings and Operating Conditions—Is Muni- 
cipal Ownership the Answer? 





By JOHN MORROW 





ECEIVERSHIP for the Brook- 
lyn Rapid Transit Co. exploded 
the New York traction situation 
and threw out into the clear the 

issues at stake. For some months the 





question of fare increases for the transit 
lines that serve the Greater City has 
been simmering. Now it is boiling. 
Market prices of all of the securities 
representing the traction companies have 

















ee ——————————— 





VALUE OF NEW YORK RAILWAYS ASSETS 


519 





been discounting the possibilities, and as 
this is written there is little surface en- 
couragement. 

The city authorities have been per- 
sistent in their refusals to listen to fare 
increase petitions. B. R. T. which oper- 
ates elevated, subway and surface lines 
is confronted with all the problems facing 
the various kinds of traffic lines, but the 
New York Railways Co. operating sur- 
face lines only in Manhattan, is in grave 
danger of a receivership, or so Presi- 
dent Shonts has publicly announced. 

New York Railways is earning less 
than the interest required on the obliga- 
tory charges, to say nothing of payments 
on the optional obligations, represented 
by the income bonds. According to 
President Shonts, the company to present 
a decent showing should have an eight 
cent fare, represented by an original five 
cent fare, and a charge of three cents 
for transfers. This plea the municipal 
rulers peremptorily refused, but the fight 
is not yet over. 

In order to understand clearly the 
various developments in the situation 
which are sure to come, it is necessary 
to have in mind the general status of the 
New York Railways, and its record. The 
company is the successor to the old Met- 
ropolitan Street Railways, of redolent 
memory, and came into corporate exist- 
ence December 29, 1911. It operates 151 
miles of single track, of which 42.75 
miles are owned, 96.64 miles are leased, 
and 11.61 miles operated under agree- 
ment. There are no less than 26 com- 
ponent companies comprising the sys- 
tem, and the total capitalization as 
represented by securities outstanding in 
the hands of the public, and excluding 
bonds and stocks of the leased and sub- 
sidiary companies owned by the New 
York Railways, totals between $97,000,- 
000 and $98,000,000. 

Control of New York Railways rests 
with the Interborough Consolidated 
Corporation through ownership of $15,- 
256,743 of the $17,495,060 outstanding 
stock. Reference to the “family tree” 
of the Interborough system, which ac- 
companies this article, will show the re- 
lationships in detail. It does not require 
an active imagination to vision the com- 


plexities, both with regard to finance 
and operation, that would result should 
a receivership for New York Railways 
eventually ensue. 

Since New York Railways Co. securi- 
ties have been on the market, perhaps 
the most active interest has: been at- 
tached to the $30,626,977 adjustment in- 
come 5s due 1942. In no one calendar 
year has the company earned sufficient 
to pay the full amount to which the 
bonds are entitled. These bonds sold as 
high as 63% in February 1916, and 
touched the low price of 11 on December 
27, 1918. At this low figure the issue 
represented a market valuation of $3,- 
368,967 on a par value of $30,626,977. 
Table I shows the various amounts that 
have been paid in interest on the issue. 
The last payment was made on October 





TABLE I 
Interest Payments on Income Bonds: 
AAR a ey .02% 
DS as ons a wade Pacts eck 3.97% 
Oe ee a, ee 3.06% 
BE ©F aids chee we bbb 4.56% 
A ea ae 1.98% 
== ————— |} 











1, 1916. Since then declining earnings 
have absolutely precluded any considera- 
tion of interest. 

The premier bond issue that bears the 
New York Railways name is the first 
real estate refunding 4% due 1942. This 
issue is secured by a lien on the entire 
property of the company, and upon the 
Jeaseholdinterest in subsidiary companies. 
The issue is subject to about $10,800,000 
prior lines, mainly represented by under- 
lying bonds of component companies of 
the system. The refunding 4s reached 
8154 in January 1912, and sold as low 
as 38% in December 1918. Interest due 
January 1, 1919 was paid, but it is alto- 
gether likely that loans had to be ar- 
ranged for to satisfy the coupons. 


Crisis in Earnings and Operating Con- 
ditions 


As far as “returns upon investment” 
is concerned the control of New York 
Railways by Interborough Consolidated 
has never benefited the controlling com- 
pany one jot. New York Railways has 
never threatened to pay any dividends, 
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INTERBOROUGH CONSOLIDATED CORPORATION 


CAPITALIZATION 


Interborough—Metropolitan Coll. trust 4 
Preferred stock, 6% non-cumulative ($10 
Common stock, (no par)—932,626 shares. 


% bonds, due 1956—$67,825,000. 
par)—$45,740,500. 


OWNS 
$33,912,500 of ira ,000,000 0 New York Railways Zronatt stock. 


15,276,558 of $17,495,060 New York 
$ 1,011,970 of ON. Y. 


$56,000 stock - Witth Avenue Ceee Coach Co. 


INTERBOROUGH RAPID TRANSIT CO. 
CAPITALIZATION 
$39, bes 000 38-y ured on Convertible 


% notes, due my 1 
$160, a8, —, rst and a 5% 
bond ue 1966. 


$35,000, 000 ag 


OWNS 
All - $6,000, re. Soot Transit Subway con- 


ruction 
All of $2,000, 508 etnew Realty Co. stock. 


MANHATTAN RY. CO. 

Leased for 999 years from Nov. 1, 1875 at 
annual rental of 7% on the $60, 500, 000 
stock, 

BONDED DEBT 

40,684,000 Consolidated 4s, 1990. 

4,523,000 Second 4s, 2013. 

N. Y. & QUEENS COUNTY RY. 


Interborough Rapid Transit owns $3,204,800 
of $3,235,000 stock. 

1,300, 000 First Consolidated 4s, 1946. 
1,500,000 Steinway Ry, First 6s, 1922. 


NEW YORK RAILWAYS Co. 
$18,061,289 First real estate and refunding 
4% bonds, 1942. 





8, 
$30,609,487 & ustment mortgage 5% income 
nds, 3 
$17,495,060 stock. * 


UNDERLYING BONDS 
$6,000, eee Es Leningten, Ave. & Pavonia Ferry 


it 5s, 1993 
$3,000,000 Golumbus-& Ninth Ave. R. R. ist 


$1, vy 000 Broadway Surface R. R. ist 65s, 


gece. 1900 “South Ferry R. R. ist 5s, 1919. 
on of leased and controlled companies 
ssued and owned by N. Y. Rys. together 

with terms of leases: 

BROADWAY & 7TH AVE. R. R. CO. 

Stock issued Owned 
$2,100,000 $1,400,200 

BONDS 


First Cons. 5s, 1943, $8,150,000. ....... 
Leased for annual rental of 10% on stock and 
fixed charges. 


7 ST. & GRAND ST. FERRY R. R. 


+e 
adit’ $400,000 
a tee’ annual rental of 18% on stock. 
34TH ST. CROSSTOWN 


Stock Owned 
$1,000,000 $1,000,000 
BONDS 

000,000 ist 5s, 1996. iwieds 
eae ed under agreement guaranteeing 
bond interest. 


Pm stoc 
rtatio : Co. r etsck, the company which owns all of 


FORT GEORGE & 11TH AVE. R. R. 


Stock Owned 
$3,000,000 $3,000,000 
N. ¥. & HARLEM R. R. (CITY LINE) 

Stock Owned 
$2,850,544 sbamee 


Lean tat 999 years for annual rental of 


CENTRAL CROSSTOWN R. R. 


Stock Owned 
$600,000 $35,100 
BONDS 
First 6s, 3588, 250,000. esse 
First Cons. 48, 1952, $2,478, 400, $2,473,400. 


6% notes, $637,409, $637,4 
Operated under caaechey ‘arrangement. 


23RD STREET RY. 
Stock Owned 
$600,000 $507,500 
BONDS 
Imp. and re 

i962 $1 500, 000 


for annual rental of 18% on stock and 
charges. 


BLEEKER ST. & FULTON FERRY R. R. 


Stock Owned 
$900,000 $853,600 
BONDS ; 
$700, ,000 Ist 4s, 1950. o9us cee 
for annual rental of 1%% on stock 
and ges. 


CHRISTOPHER & 10TH ST. R. R. 
Stock Owned 


$650,000 Shas dae 
Leased for annual rental of 8% on stock. 


EIGHTH AVE. R. R. 
Owned 


Stock 
$1,000,000 coccses 
BONDS 
6% sorte $750,000, due Feb. 1 | a 
Leased for annuai rental of $218-000. 

NINTH AVE R. R. 
Owned 


yh 
eadi® ° 
et tor annual] rental of 8% on stock. 


SIXTH AVE. R. R. 
Stock Owned 


2,000,000 
Leaath for annual rental of $145,000. 
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nor has it ever been close enough to that 
point to occasion even a tremor of an- 
ticipation. The best year so far recorded 
was the fiscal period ended June 30, 1913, 
when total income was $5,159,041. For 
the year ended June 30, 1918, total in- 
come was $3,245,457. This decline has 
not been altogether due to increased ex- 
penses, as gross revenues have been fall- 
ing, also. 

eference to Table II will show the 
company’s earni record for the past 
five fiscal years. In each year, even when 
something was being paid on the income 
bonds, there has been a deficit after all 
charges, and the same condition has held 
in the last two fiscal years when nothing 
was charged out of current income for 
interest on the income bonds. 


come in the first quarter of the previous 
fiscal year was $914,983, the total was 
only $386,521 for the same period of the 
current fiscal year. The operating ratio, 
including taxes was about 86 per cent, 
hardly a figure from which encourage- 
ment may be derived. 

Despite the fact that earnings were not 
large enough to pay the full amount of 
interest on the income bonds, New York 
Railways was doing fairly well until the 
summer of 1916 when union labor made 
a determined effort to organize the plat- 
form labor on the street railway lines of 
New York City. A nasty fight was pre- 
cipitated, and although the attempt of 
the organizers was not successful, the 
“victory” of the company was a costly 
one. At the time it was variously esti- 





TABLE II 
Earnings of New York Railways 

June 1914 1915 1916 1917 1918 
Gross a eee $13,860,838 $13,399,767 $13,714,531 $11,494,109 $11,920,034 
Net Oper. rev. .......... 5,085,217 4,843,335 5,340,453 3,625,299 3,788,563 
Oper. ratio ............. 63.31% 63.81 61.06% 68 .46% 68.22 
Total Income .......... 4,453,589 4,332,718 4,870,200 3,240,887 3,245,457 
Fixed Charges ......... 3,362,223 432,553 3,430,493 3,388,940 3,399,091 
Avail for income bonds. . 1,091,366 900,165 1,439,707 *148,053 *153,634 
Te ee gay aha 21,312 61,216 145,139 148,053 153,634 
* Deficit 





Table III gives the total number of 
passengers carried in the past five fiscal 
years. During what may be roughly 
called the “war period” the number of 
passengers carried fell from 383,600,078 
to 322,034,337, a decrease of 61,565,741 
or about 16 per cent. At the same time 
operating ratio was on the increase. The 
proportion of net operating revenue to 

earnings was 68.22 per cent for the 
fiscal year ended June 30, 1918 compared 
with 63.31 per cent for the year ended 
June 30, 1914. 

Naturally it is impossible to assume 
that a condition such as is revealed by 
current revenues can continue indefinitely 
without precipitating the crisis. For the 
three months ended September 30, 1918, 
the company reported a deficit after fixed 
charges of $317,923. Gross revenues de- 
creased from $3,285,292 to $2,781,136 in 
that period, and whereas net operating in- 





mated that the total cost of the trouble 
to the New York Railways Co. was some- 
where around $1,000,000. W in- 
creases followed the fight, and as late as 
September, 1918, the company was still 
granting higher pay. This development, 
of course, was one for which the com- 
pany could not be held accountable, but 
it is one of the important factors leading 
up to the present embarrassment. 


Will Surface Lines Lose Traffic? 

Another development, of which effects 
may not perhaps be fully gauged at pres- 
ent, was the completion of the enlarged 
subway system. Whether the addition 
of transit facilities would have a bad ef- 
fect upon the traffic of the surface lines 
is a subject which has brought forth 
divergent opinion. One well posted traffic 
expert gave as a belief that the first effect 
of the enlarged subway and elevated lines 
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would be to take away from the surface 
lines the natural growth of their traffic 
during the construction period, or from 
1914, but there has been no growth of 
traffic on the New York Railways, and 
then, this opinion was given without 
knowledge of the conditions that the war 
brought. It is the short haul business 
that must make the surface lines pay, and 
naturally enough it is this class of traffic 
that the lines attract. 


Much has been made lately of the 
rentals which the New York Railways 
pays for the control of the several lines 
in the system. All told the total annual 
rent account is $1,886,887, and of this 
New York Railways receives $315,983 as 
dividends on stock owned in the sub- 
sidiary companies. These rentals may be 
studied in detail in the “family tree.” The 
city authorities in making their sweeping 
condemnation of the exorbitant rate of 
the rentals, for some reason, do not con- 
sider it necessary to consider details or 
to explain the total amount involved. 








TABLE III 
Total Passengers Carried 

June 

ME nccttd<asrasanee 383,600, 
BR a eee 376,270,437 
TP a ee RR 303,084 
+ EPL eS 314,627,792 
| ne eae ee 337 





In connection with the question of in- 
creased fares, the report of the company 
shows that for the fiscal year ended June 
30, 1918, the average fare paid per pas- 
senger was 3.60 cents. The ratio of 
revenue passengers using free transfers 
was 35.23 per cent. If there should be a 
disruption of the New York Railways 
system, and the component lines should 
perhaps be operated as units, the present 
transfer privileges might be seriously dis- 
turbed, and in many cases, revoked alto- 
gether. 


There is no operating contract between 
the city and the New York Railways Co., 
and no preferential guarantee of earnings 
such as is the case with the Interborough 


Rapid Transit, and the city has no invest- 
ment in the surface lines. The two cases 
should be kept separate and distinct. The 
community of interest lies in the Inter- 
borough Consolidated Corporation which 
cists both Interborough Rapid Transit 
and New York Railways through stock 
ownership. 


Value of Assets . 


Various valuations have been placed 
upon the property of the New York Rail- 
ways Co. In October, 1910, the Public 
Service Commission fixed the value of 
$85,801,000, and allowing for subsequent 
improvements, the total would be closer 
to $90,000,000. When the company made 
its application for fare increase in May, 
1917, its representatives claimed a valu- 
ation of $109,206,000. Since then the 
firm of Ford, Bacon & Davis, after ap- 
praisal, found that the reproduction cost 
of the physical property, less deprecia- 
tion, based on normal average prices 
would be $70,000,000. 

Municipal ownership is strongly ad- 
vocated by some of the city authorities, 
and if the property should be taken over 
on a fair valuation, it would seem as if 
the bonds of the company would have a 
greater intrinsic value than present mar- 
ket prices would indicate. If municipal 
ownership should not come to pass, if fare 
increases should not be allowed, and re- 
ceivership should follow, it is difficult to 
estimate what the outcome would be. It 
would seem as if it would be a most diffi- 
cult task to find a responsible banker who 
would undertake to reorganize the com- 
pany in face of the antagonistic attitude 
of those who have the rate of revenue in 
their keeping. 

With regard to the New York Rail- 
ways refunding 4s, and to the income 5s, 
present market prices do not seem to re- 
flect their intrinsic worth on the basis of 
a fair property valuation, but they do 
fairly reflect the present earning power 
of the system, and they are selling almost 
on a receivership basis. No definite con- 
clusions as to their future value may 
fairly be attempted in view of the com- 
plexities of the whole situation. 

















Leading Opinions 


About Financial, Investment, Banking and Business Conditions 





Lovett Opposes 
Govt. Ownership 
Railroad men almost without excep- 
tion are opposed to Government owner- 
ship of the roads. In another section of 
this issue Mr. L. J. Spence, Director of 
Traffic of the Southern Pacific gives his 
views on the subject which are especial 
interest taken in conjunction with the 
recent statement by Judge Lovett, presi- 
dent of the Union Pacific and who, until 
a few days ago was director of capital 
expenditures for the Railroad Adminis- 
tration. Judge Lovett said among other 


“I take it for granted that the failure of 
the present dual and conflicting State and 
inter-State commission systems has been 
demonstrated. It satisfied neither investors 
nor shippers, and failed to provide the requis- 
ite transportation at the time of greatest need. 

“To return to it inevitably means a renewal 
of the strife between shippers and carriers 
over rates, between employers and employes 
over wages; and between different commun- 
ities over preferential rate adjustments, with 
each backed more or less by local regulating 
authorities; and failure finally to meet the 
growing needs of the country for transporta- 
tion facilities since the necessary capital will 
not be forthcoming. I have hoped that im- 
mediately following the war, it would be pos- 
sible for Congress to decide upon and enact 
legislation establishing a wise and permanent 
policy. The necessity for exclusive national 
control as i onflicting State regulation 
seem now too obvious for serious discussion ; 
and 3 B. poy H ure is whether such 
contro: owner- 
ship or by exclusive federal regulation or 
private own . 

“Consideration of any sdlution of the rail- 
road problem involves the fundamental ques- 
tion whether there shall or shall not be com- 

i Answer to this determines very 

ly the kind of plan to be adopted.” 


Although holders of railroad securities 
may prefer government ownership and 
operation of the roads for the stabiliza- 
tion of income that it would bring, Otto 
Kahn thinks that such a policy would be 
a calamity. 

He points out that the operation of the 
railroads by the Government for five 
years would so complicate the situation 
financially and otherwise that permanent 
Government ownership would surely 





follow. .In a letter to Thomas DeWitt 
Cuyler, Chairman of the Association of 
Railway Executives, Mr. Kahn gives his 
views which, according to Mr. Cuyler, 
coincide with the views held by the As- 
sociation he represents. He writes: 
“If Government operation is continued for 
five years, a situation will have been created 
financially and otherwise which, I believe, 
inevitably means permanent Government 
operation, or which means at the very least 
that the return to private management could 
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only be accomplished after a period of tur- 
moil, distress, bitterness, and heavy loss, and 
in the face of immense difficulties. 
_ “Legislation to correct the shortcomings and 
incongruities of the present railroad situation 
and to establish a system of railroading, ad- 
vantageous to the public and fair to the rail- 
roads offers no problem of excessive difficulty. 
Such legislation can be had—if at all—within 
two years just as well as within five years. In 
fact, it is more likely to be obtained within 
the shorter than within the | period. 
“To return the railroads to private manage- 
ment, jally after the grave es 
which overnmental administration 
wrought in their status, without adequate 
legislation would lead to serious cial and 
economic disturbances, aff the entire 
structure of national credit. 


“I know of no compelling reason of public | 
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policy for returning the railroads to private 
m ment in the immediate future. ._ To 
take step without such compelling reason and 
without first having given Congress an ade- 
quate opportunity to legislate, would place the 
whole burden of responsibility for the resuit- 
ing disturbance and national damage upon the 
Administration—a burden so heavy that I 
cannot but feel any government and any party 
would shrink from assuming it.” 
British Capitalist 
Predicts Prosperity 

From across the water comes the view 
that prosperous days are ahead. T. St. 
John Bashford, British capitalist and 
director in the Cities Service Company 
stated on his arrival in this country: 

“Stability is going to be the keystone of 
business building in Britain. My particular 
interests lie in the public utility field and the 
recent election argues well for the utility in- 
terests. It puts them on a more stable footing 
and will permit greater and firmer expansion. 

“Just now the development of the British 
oil interests is the big enterprise. The Gov- 
ernment, under the direction of Lord ry, 


has ordered the expenditure of one ion 
pounds sterling for the exploration of oil 








i 










Mi) &. LOY 
CeO EN Be 7 

V) NES) S Des ; 
y RASS Oe 
Bees, F 


we 'S 
> aN . 









HIS LITTLE JOB 





fields. Oil drilling in England is in an experi- 
mental stage, but the heavy demand for oil all 
through Europe is going to speed its progress. 

“I believe that there is going to be a new era 
of ee for America, too. Men like 
H. P. Davison, Frank Vanderlip, Henry L. 
Doherty and John D. Rockefeller are gradu- 
ally giving up their war work and turning to 
the reconstruction of America’s business af- 
fairs. When the wheels get in motion and 
adjustments are made, your country will em- 
bark upon a new era of prosperity.” 


“Bright Future For 
Shipping”—E. N. Hurley 
America will nearly approach - 
land in the size of Me catined eer 
according to the estimates of E. N. Hur- 
ley, chairman of the U. S. Shipping 
Board. 
Against England’s 50% control of the 
world merchant marine tonnage America 


will have 35% and other countries the 
remaining 15%. 

Speaking of after war conditions as 
they will affect the shipping industry Mr. 
Hurley has the following to say: 

“The bulk of merchant marine trade after 
the war will naturally be with England, France, 
Italy, Spain and Scandinavian countries. With 
the Olympic and the Leviathan the United 
ee will have two of the largest vessels 
afloat. 

“Just as England developed her merchant 
marine by keeping the bottoms full, so will 
America. In many cases ships will be put on 
direct schedules to big ports, triangling back 
for full cargo when the holds are not filled. 

“More attention will be paid ‘to South 
America than before the war. The great in- 
crease in traffic will be spurred up with even 
better results,” 


Glass to Keep 
Money Pool 


Until the 5th Liberty Loan is out of 
the way and longer if necessary, money 
restrictions now imposed by the money 
committee will remain in force. It was 
known formerly that the Treasury De- 
partment was the real power behind the 
throne on credit restrictions but this was 
never acknowledged officially. The new 
Secretary of the Treasury has come out 
with a direct request that the operation 
of the money pool be continued until the 
Treasury Department thought that the 
restrictions could be lifted without detri- 
ment to the Government financial re- 
quirements. 

Reflections on the modus operandi of 
the money pool can no longer be directed 
against that organization but at the 
Treasury Department as the latter now 
accepts full responsibility for credit re- 
strictions and speculative curtailment. 

In stating a= position the committee 

ve out the following: 
oein view of the approach of the time when 
the arrangement on the part of the banks to 
furnish eof for the purpose of b 
rates on St Exchange loans would expire 
by limi namely January 10, 1919, it was 
deemed wise by the sub-committee on mon 
of the Liberty Committee to confer 
the officials of the Treasury, that their wishes 
as to oa extension of the present arrangement 
might 

Such conference was had and the Treasury 
has written as f : 


'The Treasury requests the sub-committee 
on money of Loan Committee to 
continue ons in aid of the Gov- 
ernment’s ents, on the other 


hand to prevent an increase in the rate for call 
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money and on the other hand to prevent ex- 
pansion of the loan account.’ 

“Acting in accordance with the expressed 
wish of the Treasury, the sub-committee on 
n arranged with the banks to con- 
tinue the present arrangement and has ar- 
ranged with the authorities of the Stock Ex- 
change that they shall continue to exercise 
control to prevent expansion of the aggregate 
loan account.” 


Stock Exchange 
Wars On Swindlers 

At last active measures are to be un- 
dertaken to stop stock swindling in this 
country. In former years, usually at the 
termination of a bull market, vendors of 
worthless stocks have reaped a golden 
harvest. 

Owing to the inclusion in the list of 
potential investors the large army of 
Liberty Bond holders, most of which 
class have never purchased a security 
before, unscrupulous promotors have 
had their field greatly enlarged. 

In a circular to all stock exchange 
houses H. G. S. Noble, president of the 


exchange, explains the coming campaign. 

“While legislation is being p by the 
Capital Issues Committee in co! ion with 
the Administration and other ental 


departments, the management of the Stock 
Exchange-is apprehensive that before adequate 
protection is provided by law many investors 
may be irretrievably harmed. The action taken 
by the Exchange, it is believed, will be the 
opening wedge in a broad national campaign 
to expose stock swindling operations and in 
this way protect the security-buying public.” 
The Exchange circular says: 

“All New York Stock Exchange houses who 
advertise in the public press are invited to 
join in a campaign of publicity to combat the 
growing stock swindling evil. The utterances 
of both Secretaries McAdoo and Glass, and 
the report of the Capital Issues Committee 
show a widespread exploitation by unscrupul- 
ous promoters of the millions of new Liberty 
Loan investors: The serious economic conse- 
quences of the situation, if uncontrolled, need 
no elaboration here. They should be suf- 
ficiently obvious to rally every sible and 
industrial institution to support the Treasury 
Department and Capital Issues Committee in 
their efforts to suppress the evil.” 


J. Livermore 
Becomes Prophet 


When Bernard M. Baruch, stock 


market operator and plunger, was chosen 
by the President for one of the most im- 
portant war posts the country offered, 


Mr. Baruch soon proved his ability to 
handle the job and along with it showed 
that to be successful in Wall Street re- 
quires an extensive knowledge of the 
whole economic structure. 


Now Jesse Livermore, spectacular 
stock market operator, gives his views on 
a much discussed economic question. 
Which will decline first, Prices or 
Wages? Mr. Livermore says: 

“Wages cannot be reduced materially until 
there is a normal crop of food products in 
Europe,” said Mr. Livermore yesterday. “The 
war ended at such a season that full crops can- 
not be produced before 1920. Europe cannot 
prepare the soil properly in time for the 1919 
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crop. Therefore, the quicker business men 
abandon the idea that wages must be reduced 
as a part of the readjustment of the immediate 
future the quicker everybody will get to work 
along the lines of prosperity. 

“The advance of wages was not made as a 
favor to the worki an, but as a matter of 
readjustment to enable the people to get the 
necessities of life. Prices of everything con- 
sumed by the workingman are still at a high 
level. Most of his money is spent for food, 
rent and clothing. These three things must 
be reduced in price as a result of a surplus of 
production before the world can afford to re- 
duce the pay of the laborer.” 


“Utilities Must Have 
More Income”—Shonts 
Receivership of the Brooklyn Rapid 
Transit Company has forcibly brought 
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the traction situation before the public. 
Mr. Shonts, President of the Inter- 
borough Rapid Transit, the other big 
New York Traction Company, sees a 
national menace to credit structure in 
failure of municipal authorities to rec- 
ognize the necessity for a “living wage” 
for these public utilities. 

In a long statement expounding the 


























THEY TRIED TO CURE DISEASE BY CALLING 

THE BARBER AND DRAWING BLOOD WHEN 

ALL THEY NEEDED WAS SUGAR PILLS AND 
A DIETING PRESCRIPTION 





necessity for an increased fare for the 
tractions in general and I. R. T. in par- 
ticular he says in part: 


“The condition of the electric railways 
seems to be much less a sty ory in this State 
—certainly in this city—than that of the steam 
railroads. Yet it is as important that we be 
as awake to one as to the other. 

Both the public and the publicists of New 
York and the nation are giving serious thought 
to the steam railroad ‘problem, and we may 
confidently hope that a sane solution will be 
attained. But the electric roads of New 
York, certainly many of them, are being al- 
lowed to drift toward destruction. Some are 
already on the rocks. 

“The situation, its causes and its possible 
consequences are clear. What about the 


remedy? Clearly there can be but one remedy 
—increase of income. 





“Only an increase of income can offset the 
high prices resulting from the war. 

‘In striking contrast to the situation in New 
York City, and to a lesser degree elsewhere in 
the State, is the meeting of the emergency in 
other cities. 

“Cities cannot be prosperous without effi- 
cient utilities; and utilitics cannot be ient 
without prosperity. Investors cannot 
coerced; they must be attracted. Utility in- 
vestments, therefore, must be kept attractive 
in competition with other investments. They 
should be even more attractive, for on them 
public convenience depends. But in utilities 
—_ - limited. ‘Excess profits’ are not al- 
owed in fat years to provide against the lean. 
And this doubles the duty of protecting them 
in years of adversity. 


McAdoo Defends 
Government Operation 


Instead of a loss of $136,000,000 the 
railroads would have shown a profit of 
$100,000,000 if rates had been increased 
when wages went up, according to Di- 
rector General of Railroads McAdoo. 
He points out that railroads under Gov- 
ernment operation have not been given a 
fair enough trial to prove whether or not 
this would be satisfactory. He argues 
further that a five year test is necessary 
both to prove that the roads can be 
operated at a financial profit and that 
better service for the public could be had. 

Among the changes and improvements 
that could be brought about by the Gov- 
ernment under this plan would be the 
standardization of equipment, mainten- 
ance of uniform freight classification, 
common time tables between important 
points, pooling of repair shops, elimina- 
tion of circuitous routes, and unification 
of terminals. Mr. McAdoo asserted that 
even with the high wage increase pas- 
senger and freight rates could be reduced 
as the object of Government control 
should not be to make money. On de- 
velopment of waterways as a solution of 
the railroad problem Mr. McAdoo de- 
clared before the Senate Commerce 
Comemiiee: 

“By developing transportation on waterwa 
and co-endinns ting toons with a unified new 
system we shall bring about a correct solution 
of the railwater controversy. This is possible 
with the railways under federal control. I 
doubt if any of our rivers or canals will be- 
come active factors if the railroads are turned 
back to private control.” Terminal difficulties 
were blamed by Mr. McAdoo for “more of the 
Sones, inconveniences and _ transportation 
burdens than any other phase.” 
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Bargain Hunting Through the Bond List 


Gilt Edged Railroad Issues at Attractive Prices—Some 
Cheap Industrial Bornids—Peerless 6s—The Invest- 
ment Mystery 





By BENJAMIN GRAHAM 





EARLY a thousand different 

bond issues are listed on the 

Daily Quotation Sheet of the 

New York Stock Exchange. If 
armed with a microscope and a set of 
Security Manuals, the statistician 
plows valiantly through this wilder- 
ness, he is certain to uncover a bargain 
or two in passing. A recent expedition 
of this nature has yielded the follow- 
ing results: 

Among the score of bonds grouped 
under the heading of Southern Pacific, 
appears the following item; Houston 
& Texas Central Ist 5s, interest guar- 
anteed, due 1937. Outstanding $1,389,- 
000. Quite a few of these bonds have 
sold recently at 96; the last sale, how- 
ever, was noted at 97, at which price 
the yield is 5.25%. Not such a wonder- 
ful return you say; but let us first see 
in what class the issue belongs. 

According to the Railroad Manual, 
Houston & Texas Central 5s are a first 
lien on 453 miles of road, running in- 
to Houston. The bonded debt per mile 
figures out therefor at only $3,128. 
This is an extraordinarily low rate.in 
any case, and especially so in view of 
the profitable character of the mort- 
gaged line, as evidenced by the com- 
pany‘s separate report. 

The following comparison of these 5s 
with Atchison, Topeka & Santa Fe 
General 4s—typical of the highest 
grade railroad bonds—indicates the 
unique security enjoyed by the former 


H. & T.C. Atch. 
Ist 58 gen. 4s 


4. 
Outstanding per mile.... Ssiss $1700 


per mile, 1917.......... 3,000 4,400 


The insignificant size of the Houston 
& Texas Central issue is explained by 
the fact that $6,711,000 of the bonds 
originally emitted have been retired at 
110 by a sinking fund provided from 
the proceeds ef land sales. Practically 
all the availabie land has now been dis- 
posed of. In the olden days, this fund 
was quite a nuisance to the bondhold- 
ers, since otherwise the issue would 
have ranged well above the callable 
price. But the investor has a chance 
to purchase this gilt-edged issue thir- 
teen points below its minimum price in 
the past. 


To make assurance doubly sure, the 
H. & T. C. Ist 5s are additionally pro- 
tected by the guarantee as to interest 
of the Southern Pacific Co—which, 
while quite superfluous in this case, 
serves to intensify the attractive fea- 
tures of the issue. All told, this is 
about as safe an investment as can be 


found anywhere, and its yield is sub- . 


stantially higher than that of many 
other gilt-edged railroad bonds. Hold- 
ers of the New Pennsylvania General 
5s, Chicago & North Western General 
5s or Wabash Ist 5s could very advan- 
tageously exchange into Houston & 
Texas Central 5s—provided bonds can 
still be obtained at or near the last sale 
price. This is the great difficulty in 
recomending bargains; they rarely re- 
main on the counter long enough to 
be snapped up‘by the eager purchaser 
thereof. 


East Tennessee, Virginia & Georgia 
Ist 5s. 


Another bond of much the same type 
as that just discussed is the East Ten- 
nessee, Virginia & Georgia Ist 5s due 
in 1930, which sold last at 95 to yield 
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5.60%. This is an underlying obliga- 


tion of the Southern Railway and is. 


secured by a first lien on the very im- 
portant line running through Nashville 
and Chattanooga. The issue amounts 
to but $3,106,000, so that it is outstand- 
ing at the rate of but $5,650 per mile. 
For some peculiar reason these bonds 
are listed on the official Quotation 
Sheet as “divisional 5s” and on this ac- 
count there seem to be.a widespread 
notion that they are junior to another 
issue, called East Tennessee, Virginia 
& Georgia Consolidated 5s due 1956. 
Exactly the reverse is the case ; in fact, 
the 5s of 1930 precede no less than four 
other mortages as follows: 


Ist Lien E. Tenn., Va. & Ga. ist 5s... .1930 
24 “ # E.Tenn., Va. & Ga. Con. 5s...1956 
3d “  E. Tenn. Reo: tion 5s. .1938 
4th “ Southern Ry.Con. 5s ...... 1994 
5th “ Southern _— ices 1956 
6th “ Southern Railway Preferred Stock 
7th “ Southern Railway Common Stock 


The holder of these bonds is not only 
“close to the rails” but is surrounded 
by layer upon layer of junior issue 
padding to absorb the stocks of a pos- 
sible reorganization. It is particularly 
recommended that this obligation be 
purchased in place of Southern Rail- 
way consol. 5’s, which sell at a~higher 
price and yet are not as well secured 
as are the underlying E. T. Va. Ga. 
bonds. 


Chesapeake and Ohio Issues 

The yield returned by the bonds of 
the Chesapeake and Ohio appears very 
attiactive in view of the great progress 
made by the company in recent years. 
’Tis true that the overlarge proportion 
of bonds to stock militates against the 
investment rating of its various issues. 
But this fault is even more pronounced 
in the financial structure of New York 
Central, the bonds of which sell rela- 
tively higher than do Chesapeake’s. 
Table I gives a comparison of the lead- 
ing issues of the two systems. 

Solely from the investment stand- 
point, the most attractive of the Chesa- 
peake issues is the convertible 414’s, 
which because of their near maturity 
in 1930 yield 7%. An investor who has 
purchased the New York Central ref. 
414’s in the nineties should make up 
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his loss much more easily by switching 
into the C. & O. convertible 4%4s. The 
latter bond constitutes an excellent 


’ business man’s investment. 


The higher yield of the N. Y. Central 
debenture 6’s compared with the C. & 
O. convertible 5’s is explained first by 
the fact that the former are a deben- 
ture, while the latter have a mortgage 
lien. Secondly, the Chesapeake 5’s are 
now convertible into stock at 75 
against 110 for the N. Y. Central 6's. 
This means that C. & O. shares need 
advance only eight points to show a 
profit to the purchaser of the 5’s, 
whereas N. Y. Central must rise thirty- 
one points—a much less probable con- 
tingency: 


Cheap Industrial Bonds 


The prosperity of the past few years 
has been reflected in the quotations 
for industrial bonds, which, in sharp 
contrast with railroad and utility ob- 
ligations, have in many cases advanced 
above their pre-war level. Real bar- 
gains in the industrial list are there- 
fore by no means easy to unearth; 
careful study—and above all an im- 
partial mind—are required to dig them 
out. 

The fact that Granby Copper 6’s due 
1928 have again sold under par calls at- 
tention to the excellent opportunity for 
conservative and profitable investment 
afforded by this issue. Granby 6’s pos- 
sess all the qualities of a desirable bond 
—as witness the following enumera- 
tion: 

1. Small closed first mortgage on 
valuable property. 

2. Net current assets exceed par 
value of the issue. 

3. Minimum earnings greatly in ex- 
cess of interest requirements. 

4. Market price of stock many times 
the outstanding bonds. 

5. Sinking fund will redeem entire 
issue before maturity. 

6. Coriversion privilege of potential 
value. 

The fourth point ordinarily escapes 
the investor’s attention, yet it is the 
most significant index of the real se- 
curity behind a bond issue. Where the 
value of the stock greatly exceeds the 























BARGAIN HUNTING THROUGH THE BOND LIST 








funded debt, vt is — for a ee 
shrinkage in the company’s assets an 
earnings before the safety of the bonds 
is in any way impaired. In the case 
of Granby 6’s there is $15,000,000 stock 
with a market value of $12,000,000, 
junior to but $2,500,000 of bonds. In 
other words, the mortgaged property 
is here pledged at only 18% of its cur- 
rent realizable value. 


Perhaps the most interesting feature 
of this issue is the large sinking fund 
of 10% of net earnings plus the fixed 
sum of $40,000. This provision is al- 
most certain to retire the entire issue 
before maturity, and since the trustee 
must pay 110 for the bonds, if not ob- 
tainable for less, the patient bondhold- 
er could successfully hold out for the 
top price—and again a ten point pre- 
mium in addition to his excellent 
return. 


stock, selling at 75, paying $8 divi- 
dends, and earning $20 per share. Evi- 
dently the company could meet a year 
or two of depression without the 
slightest danger to the bonds? When 
Union Bag succeeds in living down its 
past reputation, these lst mortgage 5s 
should easily sell ten points higher. 


Chile Copper 6s. 


Chile Copper Convertible 6s, due 
1932, have lost about half of their ten 
point gain following the declaration 
of the armistice, and are now selling 
at 84%. This means a straight yield 
of over 7%, which the amortization of 
the large discount brings up to about 
8%. So liberal a return for a bond is- 
sue would imply more or less serious 
doubts as to the safety of principal or 
interest, yet an analysis of this under- 
taking reveals elements of fundamental 


nan 
TABLE I—COMPARISON OF N. Y. C. AND C. & B. BONDS 


New York Central Ches. & Ohio 
Due Price Yield Due Price Yield 
ist Lien Ist 3%4s.. 1997 72 4.90%  & RSE 1939 984 5.11% 
2d ” Ray “a 1988 77 5.25% Gen. 4%4s..... 1992 8&2 5.50% 
3d“ = Ref. 4%4.. 2014 83 5.42% Conv. 4%s.... 1930 81 7.00% 
Convert. Conv. 6s.. 1935 993%, 6.05% Conv. 5s..... 1946 873%, 5.90% 








Union Bag and Paper Ist 5’s 

A few years of great prosperity can 
entirely transform the status of a com- 
pany’s bond issue. The Union Bag and 
Paper pou: me of the old days was an 
overcapitalized, more or less shaky en- 
terprise—a speculative proposition pure 
and simple. But the reorganized Cor- 
poration has worked itself into excel- 
lent condition of late; and the first 
mortgage 5’s due 1930 stand well up 
under critical analysis—although they 
are selling at 87 to yield 6.70%. First 
there are only $3,600,000 left of the 
original issue of $5,000,000, and the re- 
mainder are being retired at a steadily 
increasing rate—now about $170,000 
per year. Secondly, they are full cov- 
ered by net current assets, which fact 
is one of the best possible assurances 
of ability to repay. in 1917 and 
1918 interest pd were no 
less than ten times over. oreover, 


the bonds are protected by $10,000,000 


‘price can be traced primaril 


strength which should entitle the 6% 
bonds to a higher investment rating. 
The cause of this exceptionally low 
to their 
ill-times offering at par in April 1917. 
The sudden collapse of the bond mar- 
ket at this juncture left most of the 


‘issue in the hands of the underwriters, 


and the process of investment absorp- 
tion, or “digestion,” has necessarily 
been slow. There is no doubt, also, 
that the foreign location of the prop- 
erty has been held against it by the 
conservative. There has been a deal 
of fine talk about the coming period of 
American investment in foreign fields: 
but it does appear as if we have a long 
educational process to undergo before 
Yankee dollars will respond readily to 
the call of Wladikawkas or Hu-Kuang. 
For here is Chile —an enter- 


ig originated, financed and managed 
y Americans—in a country certainly 
more amenable to our control than any 
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European state—which can contend 
with only meagre success against the 
provincial spirit of American investors. 

The bases of Chile Copper’s strength 
are its huge ore reserves, its large pro- 
ductive capacity, and its ability to pro- 
duce at relatively low cost. With four 
hundred million tons of developed ore, 
the exhaustion of the mine can be ig- 
nored as a factor. Current production 
is approximately , 100,000,000 pounds 
per annum, the projected output is 
300,000,000 Ibs. Since the interest 
charges on the $35,000,000 6s and the 
$15,000,000 prior 7s aggregate $3,150,- 
000, a profit of three cents per lb. on 
the present scale, or only one cent on 
the ultimate output, will serve the 
funded debt. In this connection it 
should be noted that only about 50% 
of the principal of the 6s has been paid 
in, so that present interest charges are 
about $1,000,000 less than the above 
calculation indicates. 

The method of dealing in the part 
paid receipts is somewhat peculiar. If 
a bond is purchased at 84%, the trans- 
action would be settled as follows: 


Price of $1,000 bond at 8434%....... $845 
Less unpaid installment............ 


er Vee $345 


It should be pointed out that the part 
paid receipts are dealt in “flat,” so that 
the accrued interest is not added to 
the purchase price. The company has 
the right to call the second installment 
on May 29. 

Peerless Truck and Motor 6s. 


Bonds have their misteries no less 
than stocks. The prize puzzle of the 
bond field does not appear on the Stock 
Exchange Quotation Sheet, but is prob- 
ably presented by the unlisted First 
Mortgage Notes of the Peerless Truck 
and Motor Corp. , which are now sell- 
ing at 87% to yield about 8% %. 

ese Notes were brought out in 
1915 by a very reputable syndicate and 


made an excellent showing at the time. 
The three annual reports published 
since then have all been very favorable 
as fas as the notes were concerned. 
The company’s accounting methods 
seem to have been extremely conserva- 
tive; nevertheless interest charges 
have been earned at least five times 
over during this period. Furthermore, 
the working capital position has been 
kept consistently strong, and on Dec. 
31, 1917—the last report available— 
cash assets alone exceeded all current 
liabilities. Considering the fact that 
the bonds were covered one and one- 
half times over by net current assets— 
entirely outside of the Plant Account— 
it is difficult to imagine how they could 
ever get into trouble. 

But most important of all is the fact 
that the company last year retired well 
over $1,750,000 of these bonds, leaving 
hardly more than $3,000,000 now out- 
standing. The funds were obtained by 
the sale to the Government of the un- 
profitable Long Island plant. 

In view of the excellent showing that 
this security makes from every stand- 
point, it is difficult to understand the 
extraordinarily low price at which the 
notes have sold since shortly after 
their issue. For one thing it is known 
that the underwriting syndicate have 
never made an effort to maintain the 
quotation. Again certain losses sus- 
tained by a payaey’ f on shell con- 
tracts appear to have frightened bond- 
holders, but these were all charged off 
against the earnings of 1916. 

The writer has investigated the af- 
fairs of the Company as thoroughly as 
available data will allow, and has been 
totally unable to discover an adequate 
reason for the large discount at which 
the notes are now selling. Either there 
is a particularly elusive dusky gentle- 
man hidden in this wood-pile—or else 
the Peerless 6s are one of the greates! 
bargains to be found in the wide realm 
of corporation bonds. 





MISUNDERSTOOD 
Willis—Our gostoese was getting 1000 barrels a day when “addenly. on. "December ‘Ist 


our peoumtion ge te “ 
illis—That’s unny. I never heard of an oil-well acting like that before. 


talking about olwells? This’ was a brewery.—Judge. 
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Chap. [V—Bonds and Notes 





Different Kinds of Bonds—Difference Between Bonds 
and Notes—The Important Thing for the 
Investor to Consider 





By GEORGE E. BARRETT 





In the previous chapter the various 
classes of stock were described as repre- 
senting proportionate ownership of the 
property and business. The other kinds 
of corporate securities are its obligations, 
secured and unsecured, in different forms, 
such as bonds, notes and debentures. 
Webster’s Dictionary defines a bond as a 
certificate bearing interest issued by a 
government, a cqrporation, or a compa- 
ny for the purpose of borrowing money. 
When one purchases a corporation bond, 
he is in effect lending the company money 
at a fixed rate of interest for a certain 
term of years. Actually of course bonds 
are sold and resold at prices based upon 
the supply and demand for the obligation 
of that corporation under the conditions 
then prevailing. 

The date when money must be repaid 
is called the date of maturity. The cor- 
poration may have the right to pay off 
the bonds or part of them before maturi- 
ty, by “calling” them at certain price. It 
may sometimes purchase its own bonds 
in the open market, and cancel them, and 
many industrial concerns have in the past 
few years applied their extraordinary 
war profits to a reduction of their out- 
standing debt in this manner. 


Debentures Versus Notes 


Most corporation bonds are issued to 
run for a period of several years and are 
secured by mortgage on all or part of 
the company’s properties. Other forms 
of corporate obligations called debentures 
and notes, are as a rule not secured by 
mortgage, although often by the pledge 
of other securities. The distinction be- 
tween debentures and notes in this 
country is in general one of the length 
of time before maturity. Notes are 
customarily issued for 1, 2, or 3 years, 


while there are many 100-year deben- 
ture issues outstanding. 

’ The obligation of the corporation is 
set forth in a legal document called 
an indenture which appoints a trustee 
to protect the interests of the bond- 
holders enforcing their rights as set 
forth in the indenture. , 

A trustee may be an individual, but 
generely is a bank, known as a Trust 

ompany, which is especially designat- 
ed to perform the services of executor 
or administrator of estates, trustee, 
and other acts of a fiduciary nature. 
The corporation contracts to pay the 

rincipal and interest of the amount 
rrowed and represented by the bonds 
to be issued. The trustee then issues 
the bonds in a sum of $50, $100, $1,000, 
$5,000 or such other denominations as 
may be previously arranged. 

The corporation as security for its 
obligations usually pledges with the 
trustee either real or personal property. 
It may give a mortgage to the trustee on 
its land or building or other equipment, 
or it may deposit with the trustee certain 
assets in the form of stocks or bonds 
which it owns. 

The trustee holds the obligation of 
the corporation together with the col- 
lateral thus deposited for the benefit of 
all of the bond holders. The holder of 
a bond therefore has an interest in the 
security proportionate to the amount 
he owns. The purchaser of a $1,000 
bond of an issue of $1,000,000 would 
have a one-thousandth interest in the 
obligation of the corporation and the 
security pledged with the trustee. 

While the corporation may give its 
obligation to pay a million dollars at 
some future date by issuing a million 
dollars par value of bonds, it may, of 
course, obtain either more or less than 
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this amount in cash at the time the 
bonds are issued and sold to the pub- 
lic. It is customary to issue bonds at 
a “discount”; that is, less than par, 
as they are more easily sold at such a 
price. 


Mortgage and Collateral Bonds 


All bonds are the obligation of the 
corporation issuing them, but they may or 
may not be secured. Among the se- 
cured bonds are those secured by mort- 
gage upon property and known as 
“Mortgage” bonds or those secured by 
a lien on property through the pledge 
of other securities and known as “Lien” 
or “Collateral” bonds. 

Mortgage bonds are again divided 
into many sub-divisions according to 
the character of the mortgage secur- 
ing them. It is to be remembered that 
the name is not always accurately de- 
scriptive. The title “First Mortgage 
Bonds” usually means and ought al- 
ways to mean that the bonds are se- 
cured by absolute first mortgage on the 
entire property. There are many is- 
sues of second mortgage bonds, but if 
a bond is secured by a third or fourth 
mortgage, it is usually spoken of as a 


general mortgage issue. vag 4 bonds 
are issued to “refund” or take the place 
of prior lien bonds at maturity. hen 


such issues are outstanding it is usual- 
ly provided that additional bonds are 
to be sold at the maturity of the prior 
liens out of the proceeds of which the 
maturing issue is paid off. Thus, a re- 
funding mortgage bond may be an ab- 
solute first mortgage on the entire 
property, all prior liens having been re- 
tired. Frequently a bond may have a 
variety of security; that is, it may be 
a first mortgage on part of the prop- 
erty, a second mortgage on another 
part and a third or fourth on the re- 
mainder. A great many issues are out- 
standing called “First and Refunding 
Mortgage Bonds,” signifying that they 
are a first mortgage on some of the 
property and will take the place of 
prior liens or other parts as they ma- 
ture. Such bonds are frequently 
called “Consolidated” or “Unifyin 

Mortgage Bonds,” from the purpose of 


their issuance. These terms, however, 
may merely mean that the bond is the 


obligation of a corporation which has 
consolidated several properties. 

Bonds not secured by a mortgage, 
but in whole or part by the pledge of 
collateral giving the bonds an interest 
in other corporations are also of va- 
rious types. If the securities pledged 
represent only small parts of the total 
amount of the particular security is- 
sued. they are usually called “Collat- 
eral” or “Collateral Trust Bonds.” If 
the collateral represents practically the 
entire issues of the securities, the title 
usually includes the words “Lien” and 
may be General Lien, Prior Lien 
Bonds, etc. 

The bonds not specifically secured 


‘but being the direct obligation of the 


corporation are usually called Deben- 
ture Bonds. 


Special Features 


In the title of bonds, there are often 
included words which indicate that the 
bonds were issued for some particular 
purpose or bear some particular fea- 
ture usually not included, such as Re- 
organization Bonds or Adjustment 
Bonds issued in reorganizations, In- 
come Bonds, indicating that they may 
receive interest only if earned. Joint 
Bonds, indicating that more than one 
corporation has issued them, Partici- 
pating or Profit-Sharing Bonds, indi- 
cating that they may share in profits in 
addition to their interest, Convertible 
Bonds, indicating that bond holders 
have a right to exchange their bonds 
for other securities, usually stock, 
Sinking-Fund Bonds, indicating that 
they have a feature for their retire- 
ment, Guaranteed Bonds, indicating 
that another corporation has agreed 
to pay principal or interest in case the 
corporation issuing them defaults. 
There are also many others such as 
Terminal Bonds, Divisional Bonds, 
Land Grant Bonds, Subsidy Bonds, Re- 
deemable and Annuity Bonds. Occa- 
sionally the word “Stamped” appears 
in the title of a bond, usually indicat- 
ing that bonds which have been stamp- 
ed differ in some way from others of 
the same issue. In some cases bonds 
have been stamped when their holders 
assented to a reorganization plan. 

Notes are similar to bonds in that 
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they are the direct obligation of the 
corporation issuing them, but are 
usually particularly distinguished from 
bonds in that they are payable from one 
to five years from the date of issue. 
Sometimes notes are issued for ten, 
twenty or thirty years, but this is the 
exception and not the rule, and such 
obligations are more properly called 
debentures. 
Notes 

Notes may be secured by the pledge 
of collateral, but they are usually not 
secured by a direct mortgage. This 
collateral may consist of bonds having 
a mortgage on the property. When 
secured by collateral they are general- 
ly entitled “Secured Notes.” The ma- 
jority of notes are, however, merely 
the short-term unsecured obligation 
of the issuing corporation. They re- 
semble debenture bonds, and generally 
speaking, are merely a short-term de- 
benture bond. The indenture may con- 
tain provisions giving such securities 
a specific lien under certain conditions. 
For example, they may acquire a lien 
on the property equal to that of any 
mortgage subsequently created, or the 
company may agree not to mortgage 
any of its properties while the notes 
or debentures remain outstanding. 
Notes are usually issued by corpora- 
tions when conditions prevail which 
make it necessary to pay a higher rate 
of interest than they would care to as- 
sume over a long period, 

There is a class of short-term obli- 
gations called equipment trust certifi- 
cates or notes. These are principally 
issued by railroads to pay for part of 
the cost of freight cars and other roll- 
ing stock, upon which they are secured. 
They almost always have a serial ma- 
turity so that the amount outstanding 
is periodically reduced to prevent de- 

reciation of the cars or locomotives 
rom impairing the security. puaposs 
that a railroad wishes to purchase 
$1,250,000 worth of coal cars. It may 
issue $1,000,000 of 5% Equipment Trust 
notes, maturing at the rate of $50,000 
every six months. The title to these 
cars may remain in the hands of the 
trustee until the notes have been paid 
off. There are also other plans under 
which such securities are issued. 


Name Not Conclusive 


From the investor’s standpoint, it 
is important to know that the name of 
a security is not conclusive as to its 
actual character and that there is no 
absolute rule as to the order in which 
these various types of securities rank 
as to their investment qualities. When 
various types of bonds are issued by 
the same corporation the bonds secured 
by mortgages would naturally rank in 
the order in which they have a lien 
on the a: that is to say, those 
having a first mortgage would rank 
ahead of those having a second or third 
mortgage. However, it might be that 
a first mortgage bond of a corporation 
is secured by a first lien on only a part 
of the property, which is not essential 
to its operation and might be aban- 
doned. Tn such a case a bond having 
a second lien upon the important part 
of the property might be a better se- 
curity. Naturally, the unsecured notes 
would not be as good a security as its 
mortgage bonds and the stocks of a 
corporation follow any bonds or notes 
which may be outstanding. 

The indentures securing bonds or 
notes may contain many provisions of 
importance to the investor. The cor- 
poration may agree to expend for the 
maintenance or improvement of the 

roperties a fixed sum each year. The 

olders would thus have an assurance 
that the properties mortgaged would 
not be allowed to depreciate. 

The indenture sets forth the condi- 
tions under which additional securities 
may be issued. A usual provision is 
that bonds may be sold only to pay for 
part of the cost, say 80%, of perma- 
nent additions or improvements. This 
is to prevent the security being di- 
minished through increasing debt with- 
out a corresponding increase in the 
value of the properties, and is an im- 
portant factor in a consideration of 
the safety of an issue. 

Conversion Privileges 

Besides the various restrictions con- 
cerned with safety, some special fea- 
tures may be added with a view to 
making an issue more attractive and 
hence more readily saleable. This is 
often done by attaching a conversion 
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rivilege, to debentures, notes, or other 
unior issues. This means that the 
older may exchange his security be- 
tween certain dates for another issue 
which may possess speculative possi- 
bilities, and is usually a common 
stock. An illustration is the Texas 
Company Convertible Debentures, 
which carried the right of exchange 
into that company’s stock at $150 a 
share. The holders of a par value of 
$1,500 of these debentures could con- 
vert into 10 shares of stock. The privi- 
lege in this case expired on January 1, 
1915, before it became profitable to con- 
vert. Since then such a privilege would 
have been exceedingly valuable, as the 
stock sold as high as 243. Besides stat- 
ing various agreements of such a na- 
ture, the indenture defines the rights 
of the security holders in case they are 
not carried out. 

In buying a bond, the investor buys 
a promise of a corporation to pay the 
par value of the bond at some future 
day and to pay at regular periods a cer- 
tain percentage on the principal sum 
as interest. The owner of the bond has 
no right in the property of the corpor- 
ation until it shall have broken its 
romise and proper proceedings have 
een taken. 

The Income Bond 

It is vital to the credit of a corpora- 
tion to maintain interest on bonds, 
notes and debentures, and to arrange 
their payment at maturity. The holder 
of such securities is therefore practi- 
cally guaranteed a return on his in- 
vestment as long as the corporation is 
solvent. The only exception to this 
is the so-called “income bond,” inter- 
est upon which is payable only if 
earned. The matter theceliiré rests 
with the board of directors, and in case 
of non-payment, the holder cannot take 
action against the company. In gen- 
eral this is not a satisfactory type of 
reese and the majority of these 
bonds have been issued after railroad 
reorganizations, when it was felt nec- 
essary to reduce fixed charges so as 
to avoid the probability of another re- 
ceivership. ere are comparatively 


few of such issues outstanding. Fail- 
ure to live up to the terms of an in- 


denture throws the company into bank- 
ruptcy, and its property is sold to sat- 
isty the creditor’s claims. In theory, 
the steps are similar to those in fore- 
closing a real estate mortgage. In 
practice, however, the property values 
usually involved are so large that no 
one is in a position to purchase them. 
As a result, the security holders form 
a new company to which the property 
of the bankrupt concern is sold, and 
new securities are given in exchange 
for those of the defeunct concern. 


In Case of Receivership 


When a company goes into receiver- 
ship the different classes of security 
holders form protective committees to 
look after their interests. These com- 
mittees ask for the deposit of the se- 
curities, giving in exchange a certifi- 
cate of deposit. Holders of these cer- 
tificates are in the position of having 
agreed to any arrangements which may 
be made by the committee in their be- 
half. The representatives of the various 
security issues then endeavor to agree 
upon some plan or reorganization. In 
the meantime, the business is operated 
by a receiver, who may continue in 
charge for years before a favorable 
time for reorganizing. It frequently 
happens that the underlying bonds are 
untouched, the stockholders of the old 
company are either “wiped out” or 
have to pay an assessment to obtain 
an interest in the new company, and 
the intermediate securities receive 
either small amounts of a similar issue 
or securities of a junior rank. 

There can be no rule as to the best 
thing to do should a company in which 
one is interested goes into receiver- 
ship. There have been cases where 
those who held out, that is, refused to 
deposit their securities or to pay an as- 
sessment, have been better off. On 
the other hand, there are many in- 
stances where a reorganized company 
has completely recovered and the se- 
curity holders who assented to the plan 
have correspondingly benefited. A cor- 
poration is seldom in a position to li- 
quidate its business, and if it has prop- 
erties of any value, it is generally ad- 
vantageous to continue to operate 
them on the same basis. A great ma- 
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jority of the receiverships are brought 
about simply through overcapitaliza- 
tion. That is, the normal earning power 
of the business is not sufficient to pay 
the charges imposed by its capitaliza- 
tion. The subject of receiverships and 
reorganizations is a complicated one, 
and it is merely intended here to give 
an indication of the procedure in the 
enforcement of corporate obligations. 
Importance of Earnings and Assets 
The real point for the investor to 
have in mind is that the assets and 
earnings of the corporation issuing a 
bond or note is of such importance as 
to outweigh the question of type of 
the security. For example, the unse- 
cured note of a corporation not hav- 
ing any bonds mere | and in pros- 
perous condition might be much bet- 
ter than the first mortgage bonds of 
another en. For example, 
the General Electric Company has no 
mortgage bonds outstanding, but it has 
a few millions of debenture bonds and 
notes which are followed by a $100,- 
000,000 par value of Capital Stock with 
a market value of about $150,000,000. 
Naturally, these unsecured obligations 
of the General Electric Company rank 
as prime investments and comparable 
with the first mortgage bonds of the 
soundest corporations. An investor 
should, however, thoroughly under- 


ee 


stand the relative position of the se- 
curities of a particular corporation in 
deciding their relative investment 
merit. 

A liberal margin of safety should 
exist between the total bonded debt 
outstanding and the value of the com- 
pany’s assets to protect the bond hold- 
er. History shows that business does 
not continue to grow and improve 
without interruptions. Panics and de- 
pressions alternate with periods of 
— prosperity. Bonds represent the 

ed obligation of a corporation to pay 
both the principal and the interest of 
the bonds and it is rightfully a require- 
ment that a corporation have a surplus 
above the fixed requirements of its 
bonded debt to prove a leeway to take 
care of these fluctuations and emer- 
gencies. 

The form of the bond certificate it- 
self depends upon the manner in which 
interest or principal is to be paid. One of 
the commonest forms is called a “coupon 
bond.” Attached to such a bond are 
small coupons, which bear a date and 
the amount of interest then due. Usual- 
ly such a bond bears coupons cover- 
ing all interest payments until ma- 
turity. 

Further details regarding bonds are 
ay seen in Chapter 6—How to Read 
a Circular. 





MARKET STATISTICS 


Dow, Jones Avgs. 50 Stocks 


40 Bnds. 20 Ind. 


Monday, Dec. 90...... 78.56 80.78 
Tuesday, ,) eo 78.78 82.20 
Wednesday, Jan. 1...... 

Thursday, Sra 78.85 82.60 
Friday, ES 79.01 83.35 
Saturday, Ditasen 78.93 83.05 
Monday, By aicnes 78.82 82.45 
Tuesday, Win se 78.94 82.44 
Wednesday, Oi; 78.98 82.60 
Thursday, Woennet 78.98 82.76 
Friday, Bodice dk 78.97 82.30 
Saturday, tra 78.82 81.66 


Breadth 
Total No. 
20 R.R. High Low Sales Issues 


83.10 73.21 72.01 1,194,900 296 
84.00 73.81 72.16 945,300 272 
New Year’s Day. 
84.31 74.13 73.11 491,000 200 
84.84 74.99 73.67 310,200 225 
84.48 74.65 73.93 284,300 191 
83.93 74,11 73.34 496,200 220 
84.08 73.89 73.30 377,300 218 
84.43 74.10 73.60 305,000 185 
84.33 74.53 73.66 596,000 224 
84.01 73.91 73.29 466,400 203 
84.06 73.61 73.14 222,700 173 

















Investment Inquiries 





(All inquiries should be accompauied by a return-addressed, stamped envelope to 
receive attention.) 


U. S. STEEL 
Future Possibilities 
U. S. Steel is in a speculative position, due 
to the uncertainties of the steel situation as 
well as the dividend policy of the company. 
Although U. S. Steel is probably worth par or 
better, intrinsic worth is not the only factor 
that regulates the market price of a stock, and 
unless you have your shares bought and paid 
for, you would probably be in an awkward 
position if investment opinion should decide 
against the selling price of Steel, and it should 
decline say to 90 or below. This would not 
mean that U. S. Steel is not intrinsically worth 
more than that price, but that buyers cannot 
be found willing to purchase the stock at 
higher levels. 
nless you can hold your shares through a 
possible decline to 90 or below, it would be 
better to place a stop-loss order on your stock. 
It is the writer’s view that U. S. Steel is in- 
trinsically worth par or better, even if the divi- 
dend should be radically reduced, and the stock 
eventually go upon a 7% or 8% regular basis. 
Quite obviously with such a dividend and the 
possibility of its maintenance for several years, 
the stock should be worth at least 100. This is 
strictly a period of “watch-your-step” so far 
as uncertain commitments are concerned. 





AMERICAN STEEL FOUNDRIES 
Its Position Analyzed 

American Steel Foundries earned $3,808,598 
in 1917 as compared with $3,418,057 in 1916. 
However, it had a deficit of $219,574 in 1915 
and $231,482 in 1914. Its earnings for 1917 
amounted to 24.49% on its stock and to 19.89% 
in 1916. Its record for the years 1908 to 1915, 
inclusive, were about 2% earned on its stock. 
In view of the inability of this company to 
make substantial earnings in normal times and 
to the fact that it is war prosperous, we do not 
regard its stock favorably as an investment. 
Compared with present prices, for the stock 
and a recent high around 95, it should not be 
overlooked that American Steel Foundries 
has already advanced from 58 in 1918, a low of 
50 in 1917, a low of 44 in 1916, and high levels 
of 75 in 1915, 1916 and 1917. The company, of 
course, has a very small funded indebtedness, 
and no preferred stocks and for that reason is 
in a strong position. The stock, over 80 to 95, 
is a speculation rather than an investment, and 
although extras may be declared from time to 
time, we have no definite news of the intended 
recapitalization or extra dividends. There now 
appears to be some liquidation of the stock go- 
ing on. The pre-war record of the company 
is not an encouraging feature, and we would 
say that a holder of the stock at much lower 
prices is at least taking a chance in, holding 
without taking some profits. 


SOUTHERN PACIFIC 
A Holding Company 

Southern Pacific is a holding company, the 
title being “Southern Pacific Company,” not 
Southern Pacific Railroad. We pointed this 
out in the last three issues of THE MAGAZINE 
or Watt Street, and we feel sure that it will 
interest you to look over our articles. The 
Government can only interfere with dividends . 
so far as railroad operations are concerned, 
but the greatest importance attaches to 
Southern Pacific’s oil holdings, earnings from 
lumber and lands. It could even pay more from 
railroad earnings, and if the Southern Pacific 
Co. desires to pay a larger dividend, we do not 
believe the Government would have any ob- 
jection, as it is earning it. 


ATTRACTIVE RAILROADS 
Those Which Are Preferable 

The attractive rails you hold during the 
present period of uncertainty are those which 
are making good earnings, or rather those that 
have made good earnings in the past four years 
independent of Government guarantee or other 
financial assistance. These include (re- 
ferring to your list) Atchison, Great Northern 
pfd., Pennsylvania, Illinois Central, Union Pa- 
cific pfd. and Chicago & Northwestern. These 
roads are in a splendid position, and we expect 
the securities of such representative carriers 
to sell at a substantially higher level as soon as 
money rates come down, and questions regard- 
ing the stocks like New Haven, Erie, Missouri, 
Kansas & Texas, which you unfortunately hold 
at fancy prices, have little if any chance of 
“coming back” for a long time, but we hesitate 
to suggest a sale at’a large sacrifice. However, 
you are assuming a further risk in continuing 
to hold them and it might be as well for you to 
switch into some of the better fortified roads, 
whose stocks are selling at low prices, such 
as Rock Island, Missouri Pacific and Southern 
Railway common. We expect these to sell 
higher than the others eventually. 


EXCELLENT SWITCHES—BONDS 
FOR BUSINESS MEN 


Stocks of Merit—Strong Bonds 


We see no reason to criticise your holdings of 
preferred stocks: while Kennecott Copper is a 
good speculative investment, you might switch 
fifty of your American Locomotive pfd. into 
J. I. Case pfd., fifty American Telephone into 
Worthington Pump pfd. A. You might also 
switch fifty Kennecott into Magma. 

The bonds you have mentioned, namely, U. S. 
Rubber of 1923, Canadian Pacific of 1924, and 
Beth. Steel of 1923, are safe investments for a 
business man especially desiring short-term ma- 
turities. Regarding other Ss, we refer you 








to the article in the last issue of the magazine. 
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You will find there a number of attractive in- 
dustrial and utility bonds yielding 6% which 
should answer your investment inquirements. 





ROYAL DUTCH 
A Difficult Point Explained 

You are long 100 shares of Royal Dutch 
(American shares), which are listed on the 
New York Exchange. When this stock sold 
ex-dividend on December 30th, 1918, you 
were entitled to a warrant which would give 
you 16 2-3 shares of the old American shares. 
If you will deposit this warrant with the 
Equitable Trust Company and pay $8.50 per 
share on the amount of shares, which equals 
$141.67, the trust company will give you fifty 
shares of the New York stock. These are 
quoted on the New York Curb. You also have 
the right to subscribe to fifty new shares of 
stock at par. 

Concerning the 100 shares you still have, you 
could sell these on the New York Stock Ex- 
change and purchase the new shares on the 
Curb. There will be no loss to you in the long 
run, since both shares are on an equal basis, 
the shares on the Curb and those on the Ex- 
change receiving the same dividend returns in 
the future, as well as the same rights. If you 
do not care to sell the stock, you can deposit 
your 100 shares with the Equitable Trust Com- 
pany and they will issue 100 New York shares. 





SWIFT INTERNATIONAL 
Long Pull Possibilities Good 

Swift International has no record of earn- 
ings to go upon and from a circular we have 
received it says, “it is expected that Interna- 
tional will pay dividends yielding a return an- 
nually equal to dividends now paid by Swift & 
Co. The officers of Swift & Co., consider the 
shares of International a valuable security and 
will exchange their shares in accordance with 
the foregoing plan, and earnestly advise each 
and every shareholder to do likewise.” 

We have no other earnings information be- 
yond that which is contained in a circular dated 
August 15th, issued by Swift & Co., Union 
Stock Yards, Chicago. 

Our view is that the shares are attractive and 
might be purchased for their long pull possi- 
bilities, to be held at least five years. 


CURTISS AEROPLANE 
Its Position Better Than Wright Martin 


Although Curtiss had a decline to around 10, 
not many shares were sold at that level, and 
we believe that the low price was not justified 
by the strong position of Curtiss in the aero- 
plane field and its control by the Willys-Over- 
land Company. 

The writer prefers Curtiss common to Wright 
Martin common for a long pull; and in the 
case of the preferred stocks of both companies, 
considers them in the bargain class so far as 





semi-investments are concerned. Curtiss is per- 
haps more strongly placed than Wright Martin, 
and if-you have confidence in the aeroplane in- 
dustry, we would suggest Curtiss rather than 
Wright Martin as slightly more conservative in 
this class. 

Regarding your comment on our methods, 
we wish to say that we have no interest in se- 
curities of any kind, and these many years have 
been giving our subscribers the benefit of our 
conscientious opinions. We are not helping to 
distribute stocks or securities for anyone, and 
our advertising pages are particularly clean 
from any suggestion of such a practice. 





GREAT NORTHERN ORE 
A Long-Pull Semi-Investment 
Great Northern Ore has declared two divi- 
dends of $1 each, and one dividend lately of $2. 
All of these declarations have been warranted 
by earnings. However, the company is not 
committed to any definite dividend paying plan 
and for that reason, we have not in our “indus- 
trial earnings dividends and income yields” 
placed Gt. North. Ore on any dividend-paying 
basis, since the directors have not done so of 
their own accord. We think favorably of this 
stock for a long pull semi-investment. 





PREFERRED STOCKS 
An Excellent List 

On page 29 of our October 26th issue ap- 
pears a list of preferred stocks which will meet 
with your requirements. We might suggest 
American Smelting, American Tobacco, Gen- 
eral Motors, Goodrich, National Biscuit, Na- 
tional Lead, U. S. Alcohol, Willys-Overland, 
Atchison and Southern Pacific preferred 
stocks. These are all attractive, but we would 
point out that you desire “The most conserva- 
tive and safest” and later in your letter you 
say also “I want to average 7% and protect 
the capital from fluctuation.” Frankly, we do 
not think that this can be done upon a 7% 
basis. You would have to include some well 
fortified common stocks like Chesapeake & 
Ohio, American Telephone, American Sugar, 
and perhaps some mining stocks like Anaconda, 
etc. Seven per cent is not a fair return to 
expect from a very high grade preferred stock, 
which will not fluctuate. 

We believe that all the above can be pur- 
chased now with confidence. 





SOME GOOD SWITCHES 
Transfer to Stocks With Better Peace 
Possibilities 
With regard to your proposed investment, 
we find it difficult to prescribe without know- 
ing the precise requirements of the individual. 
So many factors enter in each investor’s case 
that it requires a special study of the individual 
position to do an inquiry of this character the 
justice it deserves. However, we enclose a 


- 
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sample of our investment letter containing 
references to approved securities, and the 
classification of each. You will undoubtedly 
find something in it to suit you. Subscribers 
to this service are expected to keep in touch 
with the Investment Letter Department in 
order to make the best use of the Service, re- 
garding which we enclose literature. 

We suggest that you switch half your hold- 
ings of U. S. Steel into Southern Pacific, half 
of your Greene Cannanea into Magma Copper, 
— that you hold your Goodrich for a longer 
pull. 

We do not suggest a purchase of Missouri, 
Kansas & Texas preferred as this road is 
heavily capitalized and it will take very many 
millions before the company can again “see 
day-light.” The company went into receiver- 
ship because it could not stand on its own feet. 
We consider Wabash pfd. A a good semi- 
investment around 32, 33. Some dividend is 
possible, in fact highly probable eventually. 





PAN-AMERICAN PETROLEUM 
Its Redemption Plan Explained 


Preferred stock of Pan-American Petroleum, 
fully paid and non-assessable, has preference 
as to assets and dividends and is subject to 
redemption to 1936 at 115. At any time prior 
to January Ist, 1936 the preferred stock is con- 
vertible into the common stock of the company 
on the basis of one 15-100 shares of preferred 
stock for two shares of the common stock. 
Even though the preferred stock is called for 
redemption it may be converted at any time 
up to thirty days before the date fixed for 
redemption. 

The preferred stock has a par value of $100 
and the common stock has a par value of $50. 
The common stock has come up from around 
50 to nearly 70, and if the common stock should 
go much higher, as we expect it to do, it can 
be seen that the preferred privilege is very 
valuable. We have figured that the con- 
vertible privilege is into the common stock at 
around 64, and about every three points ad- 
vance in the common stock should put up the 
preferred stock about six points, 





B. & O. AND C. & O. 
Their Future Prospects 


Baltimore & Ohio has been placed on a divi- 
dend basis of 4% (reduced from 5%), but 
the company is not earning this dividend. We 
believe, however, that it is assured so long as 
the Government is in control. The indicated 
earnings for 1917 were only 4.65% on the 
common stock. The present price, however, 
has apparently discounted some of the unfavor- 
able factors in the situation. From an invest- 
ment aspect, Chesapeake & Ohio offers better 
opportunity. 

C. & O. is well able to pay its dividend of 
4% out of its own earnifgs. It is growing 


and stands to benefit materially through the 


development of the port of Norfolk with the 
coming of the so-called “readjustment period.” 





NEW HAVEN 
A Switch Suggested 

New Haven is a very long pull proposition 
indeed, and we believe that you will have a 
better chance of making a good profit by 
switching the proceeds into some of the low- 
priced oils like Anglo American, Oklahoma, 
P. & R, Elk Basin or into a_ bond 
like Hudson & Manhattan Adj. Income 5s. re- 
port enclosed. In holding a non-dividend payer 
like New Haven, you are really losing all the 
time and there is little in the situation that is 
encouraging at this writing. New Haven might 
possibly “come back” over a period of years, 
but it is not attractive now. We would also 
favor dividend paying semi-investments like 
Kennecott, Magma, or Ray Consolidated, as 
you desire some return now. 


DOW-JONES STOCKS 
Those Used For Averages 


The Dow-Jones averages are compiled with 
the following as a basis for calculation: 


Twenty Industrial common stocks used are: 





Am. Beet Sug. Gen. Electric 
Am. Can Goodrich 

Am. Car & Fdy. Rep. Iron & St. 
Am. Loco. Studebaker 
Am. Smelt Texas Co. 

Am. Sugar U. S. Rubber 
Am. Tel & Tel. U. S. Steel 
Anaconda Utah Copper 
Baldwin Loco. Westinghouse 
Cent. Leather Western Union 


The twenty railway common stocks used are: 


Atchison Louisville & Nashville 
Balt. & Ohio N. Y. Central 

Can. Pacific New Haven 

Ches. & Ohio Nor. & West. 

C., M. & St. P. North. Pacific 

Del. & Hud Pennsylvania 

Erie Reading 

Ill. Central Southern Pacific 

K. C. Southern Southern Railway 
Lehigh Valley Union Pacific 


A SHORT ANALYSIS 


Amer. Zinc, Colorado Fuel, Great Northern 
Ore, U. S. Rubber, Great Northern Pfd. 


American Zinc, Colorado Fuel & Iron and 
Great Northern Ore have all been more pros- 
perous, and the shares sold at high prices for- 
merly, based upon war prosperity and the sup- 
position that such conditions would prevail in- 
definitely. They have all declined to discount 
the anticipation of lower earni heavy taxes, 
high cost of production, etc. We are inclined 
to believe, however, that they have now reached 
a readjustment level to peace conditions, and 
believe in all cases, it is better to hold or aver- 
age, than to sell. 

We do not consider U. S. Rubber a good 
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“short sale,” but if you hold the stock at lower 
levels, you might consider the advisability of 
selling one-half to take your profit. We be- 
lieve the advance can be continued. Judging 
from the market action as well as the financi 
status of the company, we believe that a divi- 
dend is in sight. The company has heavy obli- 
gations, a large funded debt, loans, etc., out- 
standing, and as the directors are conservative 
we do not believe they will be in a hurry to 
declare a dividend that cannot be maintained. 
The market shows good buying, and this prob- 
ably forecasts the placing of the stock on a 
dividend basis. 

Great Northern pfd. does not show such a 
severe shrinkage in earni when war condi- 
tions are taken into quncklenatiet. The Rail- 
road Administration has probably been divert- 
ing some of the company’s tr and in any 
event, earnings for the past year, under Gov- 
ernment control, should not be scrutinized too 
= We believe you can safely hold your 
stoc 





INVESTMENT AND SPECULATIVE 
STOCKS 


Strong Issues and Low Priced Oils 

It is our duty to point out the article on pre- 

ferred) stocks in the October 26th issue of the 

ine, which is specially devoted to this 
subject. We consider Crucible pfd. attractive, 
as well as J. I. Case pfd., Mexican Petroleum 
pid. Southern Railway pfd., Worthi 

mp pfd. A, American Can pfd. or American 
Woolen pfd. 

American Hide & Leather pfd. is a specula- 
tion that has had some irregular movements 
in the market during the past year, but we are 
not confident that this company has a suffi- 
ciently demonstrated earning power to justify 
a good rating. 

Regarding low priced oil stocks, we suggest 
your co-operation; as this is fully discussed in 
the “Searchlight” of the last issue of the 
magazine. We suggest o-American, Na- 
tional Transit, Oklahoma, P. & R., Glenrock, 
Atlantic Petroleum and Island Oil. Pierce Oil, 
Pan-American and Royal Dutch are attractive 
among the listed issues, especially on any re- 
cessions from these levels. 





MARGINS 
Must Meet Investor’s Requirements 

It is impossible to figure the margin require- 
ments of an account, as this must depend en- 
tirely upon the position of the investor. No 
investment commitment can really be made on 
margin, as once a margin transaction is made, 
it becomes a speculation and not an investment. 
The majority of conservative operators use a 
50% margin. Anyone who purchases an active 
stock on a 20 or 30 point margin is theoretically 
endangering his capital. Brokers usually re- 
quire from 20 to 30 points under present con- 
ditions, “to be made good,” so that in the 
event of a 5 or 50 point fall the customer must 


supply further margin to the extent of 5 or 
even 50 points. It is impossible to cover this 
by means of rules. 

To demonstrate, if you buy U. S. Steel upon 
a 20 point margin at 95, and the stock declines 
to 90, you have only 15 points left in your 
margin account. If the stock should further 
decline to 80, you only have five points left. In 
a stock like Mexican Petroleum, where ad- “ 
vances or declines within a range of 15 points 
take place in a single day, obviously a much 
heavier margin is required. 

The only golden rule is to be careful, con- 
servative and cautious. 





SOUTHERN PACIFIC CERTIFICATES 
An Analysis of this Security 


Certificates of interest in the capital stock 
of the Southern Pacific Company to the extent 
of $20,157,100 were listed on the N. Y. Stock 
Ex Sept. 2, 1913. : 

As a result of the suit against the Union 
Pacific Railroad Company, Oregon Short-Line 
Railway Company and others by the Govern- 
ment, the U. S. Supreme Court ordered the de- 
fendants to dispose of their holdings of the 
capital stock of the Southern Pacific Company, 
as their retention constituted a combination of 
restraint of trade, and a violation of the Anti- 
Trust Act of July 2, 1890. 

The total amount of stocks held was $126,- 
650,000, par value, and was disposed of in the 
following manner : 

In exchange for capital stock of the Balti- 
more & Ohio Railroad Company, the defend- 
ants transferred $38,292,400 of the Southern 
Pacific stock to the Pennsylvania Railroad 
Company. The remaining $88,357,600 was 
transferred to the Central Trust Company of 
New York, as trustee, together with accumu- 
lated dividends. The Union Pacific Company 
then offered to its stockholders the right to 
subscribe for certificates of interest in the 
Southern Pacific stock to the extent of 27% of 
the holdings of the Union Pacific stock, pre- 
ferred or common. The price of subscription 
was $92 for each share, represented by such 
certificate of interest, the price being equivalent 
to $88 a share, and accrued dividends, since the 
certificate of interest represented, at the sub- 
scription date, in addition to the stock, the two 
quarterly dividends that were payable April 1 
and July 1, 1913, of 1%4% each. These cer- 
tificates of interest, of course, represent the 
interest of Union Pacific stockholders in the 
Southern Pacific stock held in trust. 

Holders of the certificate, when they can 
show that they do not own any shares of the 
Union Pacific Railroad Company and are not 
acting in behalf of shareholders of that com- 
pany, are entitled to receive a stock certificate 
for the number of shares of the capital stock 
in Southern Pacific Company that is repre- 
sented by the certificate of interest, together 
with all dividends (without interest thereon) 
appertaining to Southern Pacific stock, payable 
after Jan. 2, 1913. 
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Louisville and Nashville—The Conser- 


vative Investor’s Favorite 


Why It Occupies Such a Staunch Position—Analysis of 
Bonds and Stock 





By H. S. LAMONT 





ITH the exception of Reading 
(which is so much more than 
a railroad that perhaps the ex- 
- ception is unnecessary), Louis- 

ville & Nashville sells in the market 
year in and year out at a level to yield 

a lower income return than any other 
leading railroad common stock. In the 
present market, this stock maintains 
a level close to 120 at which price its 
7%. dividend yields the purchaser only 
5.8% on the investment. In the dark 
days of December 1917, after a full 
year of heartrending liquidation in se- 
curities, Louisville & Nashville reach- 
ed a low of 103, when Union Pacific, 
a 10% dividend payer sold at 101%, 
Norfolk & Western (the choice East- 
ern railroad investment), a 7% divi- 
dend payer, touched 925%, and other 
standard 7% railroad stocks like Great 
Northern preferred and Northern Pa- 
cific were at 79% and 75 respectively. 

From 1910 when its dividend was 
first placed on a 7% basis per annum 
up to the European war in 1914, Louis- 
ville & Nashville never sold lower 
than 125. In early 1915 when much 
industrial and financial uncertainty 
prevailed the directors, in their ultra- 
conservative way, dipped the dividend 
rate to a 5% basis, and yet the stock 
sold down only to 104%, and later that 
year, still a 5% dividend payer, reached 

130%, at which level it returned a bare 
3.9% income. 


Its Sturdy Finances 


The answer to the unique market 
position of this stock is found in the 
sturdiness of the finances of this road 
and its very profitable operations. The 
current 7% dividend return which 





- 


shareholders are receiving by no means 
represents the return which they might 
in all conservatism obtain, should the 
directors so decide. With practical 
unanimity, students of railroad invest- 
ments agree that Louisville & Nash- 
ville occupies the position of the sound- 
est American railroad common stock. 
It is a general favorite among conserv- 
ative investors. 

After years of liberal charge-offs, the 
profit and loss surplus of Louisville & 
Nashville at the end of 1917 stood at 
$68,092,522, representing undistributed 
profits of years gone by, compared 
with $72,000,000 capital stock out- 
standing. Current assets as of the same 
date aggregated $36,994,945 (of which: 
$16,404 211 was cash) and current 
liabilities were but $16,421,601, or an 
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TABLE I—L. & WN. Income Account 





NetIncome Divs. Paid Surplus 

1910 .... $10,413,256 $4,200,000 §$ 6,213,256 
1911 .... 8,555,333 4,200,000 4,355,333 
1912 .... 9,560,772 4,200,000 5,360,772 
1913 .... 8,019,716 4,618,733 3,400. 
1914 ...., 6,644,863 5,040, 1,604,863 
1915 .... 4,860,123 3,600,000 1,260,123 
1916 .... 13,953,849 4,320,000 9,633, 
1917 .... 16,381,500 5,040,000 11,341,499 

Total. .$78,389,412 $33,218,733 $43,170,678 








excess of current assets of $20,573,346. 
And this comfortable treasury position 
of Louisville & Nashville’s was not a 
new “war-given” situation as was the 
case of many other roads. In the pe- 
riod 1912-15 the December 31st balance 
sheets of this property showed an ex- 
cess of quick assets over current liabil- 
ities of $24,450,340 on the average. 
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It has evidently been the policy of 
the directors to err, if err they must, 
on the side of conservatism. In Feb- 
ruary 1915 when depression was wide- 
spread, the dividend was cut from a 
7% to a 5% rate to conserve resources 
when many less sturdy roads were 
drawing on leaner surpluses to main- 
tain established dividend rates. In Au- 
gust 1916 the rate was restored to the 
regular 7% basis. 

The conservative, almost niggardly, 
policy as to dividend disbursements 
may be noted from the accompanying 
table of profits available for dividends 
and the amounts actually distributed. 
The figure for 1917 is for the calendar 
year and the other figures for the fiscal 
years ended June 30. 

Thus in a period of eight years an 
aggregate of $78,389,412 was earned 
available for dividends on the capital 
stock and but $35,218,733 was distrib- 
uted to shareholders and $43,170,678 
was invested in the property. In other 
words over this period, the Louisville 
& Nashville has the enviable record of 
having retained in its property for cor- 
porate purposes $1.23 for every dollar 
of net income distributed in dividends. 


The earnings on the capital stock in 
these years were as follows: 


rE 17.3% 2 9.2% 
. Seer 14.2 ae 6.7 
. =e 15.9 1916 ...... 19.4 
ere 11:6 BBES sevee- 22.7 


Property Development 


The effect of a policy of upbuilding 
a property is demonstrated when af- 
ter such a program the volume of busi- 
ness suddenly bursts forth into record 
proportions. Louisville’s period of up- 
building was really many years ago but 
its policy of liberal care and mainten- 
ance of property was faithfully follow- 
ed always and showed striking results 
in 1916 and 1917 when the volume of 
business handled jumped from a level 
of $51,000,000 to $77,000,000 as is shown 
in a graphic presented herewith. In 
1913, 1914 and 1915 the operating ratio 
of the road was about 75 The 
economy in handling the burst of busi- 
ness which appeared in 1916 and 1917 
resulted in an operating ratio of be- 


tween 65% and 68% with the conse- 
quent big earning power on capitaliza- 
tion shown above. 

The matter of rail improvement is a 
vital one in the development of a rail- 
road and Louisville & Nashville’s pro- 
gress in this regard is shown in Table 
Il. 

The above indicated improvement in 
roadbed went apace with the increase 
in the average train load from 285 in 
1912 to 438 tons in 1917; the increase 
in gross earnings per mile from $12,- 
238 to $15,160; and the increase in net 
operating revenues per mile from 


$3,360 to $4,713. 
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The equipment owned showed a simi- 
larly marked increase in this period, 
and its capacity and serviceability is 
understood to have developed more 
than its numbers :— 


1912 1915 1917 
Locomotives ...... 1,010 1,095 1,102 
Freight cars ...... 43,556 45,953 52,435 
Passer cafe ....... 613 659 666 
Work cars ........ 2,072 2,358 2,243 


Louisville & Nashville’s 5,074 miles 
of operated railroad (4,225 miles of 
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which is owned) crosses or penetrates 
principally the states of Kentucky, 
Tennessee, Alabama, Florida and Mis- 
sissippi, and represents perhaps the 
best maintained system of the South. 
Second track owned totals 331 miles 
and sidings 1,636 miles. 


Nashville Chattanooga & St. Louis 


Louisville & Nashville is the middle 
unit in a corporate family comprising 
as members about the richest railroads 
of the South. Of the $72,000,000 
Louisville & Nashville capital stock, 
$36,720,000 is owned by the Atlantic 
Coast Line, also a well managed and 
profitable railroad. Louisville & Nash- 
ville in turn owns $11,484,100 of the 
$16,000,000 capital stock of the Nash- 
ville Chattanooga & St. Louis railroad, 
which operates over 1,200 miles of road 
(of which 845 miles are owned) 
through Tennessee, Alabama,- Georgia 
and Kentucky. 

This road has been managed on the 
same principle as its parent company, 
as may be seen from the surplus retained 
from net income after dividends, as 
shown in Table III. 





TABLE Il.—Weight of Rails on L. & N. 


1912 1917 
58%4%b rail and under.... 612 260 
ere 340 200 
| ae 1,491 1,163 
a aan aca 1,932 1,562 
ES RS a 7 10 22 
SO aaa ee 121 1,636 
URE WN sa2%% on 3 ob boo Soe 1 2 














From the table above, it may be 
noted that the parent company’s equi- 
ty in the undivided profits of the Nash- 
ville, Chattanooga & St. Louis in 1916 
and 1917 was equal each year to an 
additional 14%% on the $72,000,000 
Louisville & Nashville stock. This rich 
little subsidiary over the eight year pe- 
riod paid out of net income $1.00 in 
dividends and invested back in the 
property $1.11 therefor. 

As of December 31, 1917, Nashville, 
Chattanooga & St. Louis had a credit 
to profit and loss account of $14,558,- 
108, equal to 91% on the $16,000,000 
capital stock outstanding. Excess of 


current assets over current liabilities 
as of the same date was $4,496,802. 

Louisville & Nashville has outstand- 
ing in the hands of the public a funded 
debt of $155,506,000 on which interest 
charges for 1918 amounted to $6,761,- 
607. In addition there is a $3,575,000 
ay es “Series A” issue and $4,- 
705,000 First Mortgage Trust, $5,898,- 
000 (half interest) Louisville and Nash- 
ville—Southern Railway (Moncn Col- 
lateral) Joint 4s and $5,825.00 deben- 
ture scrip, making total bonds out- 
standing $169,689,825. 

Louisville & Nashville bonds enjoy 
an excellent investment rating. In 
1917 there was a corporate income of 
$24,978,642 to pay the $8,514,628 total 
fixed charges. 

The largest single Louisville & Nash- 
ville issue is the $64,767,000 unified 4s 
of 1940 which are legal for savings 
banks in Massachusetts and New York 
among other states and which are en- 
titled to the highest investment rating. 
Present market price of 87 yields a 5% 
income return. 

The $24,745,000 Atlanta, Knoxville & 
Cincinnati Division 4s of 1955 at 83 sell 
on about the same basis as the Unified 
4s, as do the South and North Alabama 
Consolidated (now first) 5s of 1936, of 
which there are $9,292,000 outstanding, 
followed by $7,400,000 South & North 
Alabama General Consolidated Mort- 
gage 5s of 1963. 

The $11,827,000 Louisville & Nash- 
ville—Southern Railway (Monon Col- 
lateral) Joint 4s of 1952 are secured by 
$9,796,000 out of $10,500,000 common 
stock and $3,873,400 out of $5,000,000 
preferred stock of the Chicago, Indian- 
apolis & Louisville Railway. This issue 
recently sold at 67% at which they 
yielded about 6.40%. 


Conclusion 


Some of the points in the property 
value and earning power of the $72,- 
000,000 Louisville & Nashville capital 
stock have been touched on above. 
The integrity of its assets accounts and 
its large sustained earning power on 
capitalization have been shown to be 
established. These facts explain the 
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strong position which the stock occu- 
pies in the market. 





TABLE waaBlones: “ty fee, Cc & 
t. L. 





° Net Income Divs. Paid Surplus 
1910 ... $1,558,704 $ 599,079 $ 959,625 
1911 ... 1,630,942 599,079 1,031,863 
1912 1,396,181 649,002 747,179 
1913 1,550,187 698,932 851,255 
1914 1,849,630 - 1,118,930 730,700 
1915 824,623 799,226 25,397 
1916 2,337,518 1,039,533 1,297,985 
1917 2,839,317 1,120,000 1,719,317 

Total. .$13,987,102 $6,623,781 $7,363,321 





In all the many years of doubt and 
uncertainty, even apprehension, which 
the holders of American railroad se- 
curities have passed through, there prob- 


known. Today, even this question is not 
decided. Railroad affairs are in a state 
of decided flux. 

And yet Louisville & Nashville sells 
on a 5.8% income basis. Why? Be- 
cause, first, it is felt that Congress will 
not let this present situation pass with- 
out a serious attempt to enforce a per- 
manent solution of the railroad prob- 
lem, and second, the soundness of 
Louisville & Nashville as a railroad 
property either under private or 
government control is above question 
and is not fully measured by the cur- 
rent market price of the stock. 


Whether the future holds assimila- 
tion of the railroads into direct govern- 
ment ownership or regional systems or 
holds a return to private operation, it 
seems assured that some day the pa- 
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ably has never been a period of such 
unsettlement in railroad matters as is 
now upon us. Even though regulation 
and labor in past years raised serious 
doubts as to profitableness of operation, 
at least the status of the railroads was 


tience of Louisville & Nashville stock- 
holders in denying themselves immedi- 
ate enjoyment of their profits will be 
rewarded. The value is in their prop- 
erty, and a higher market valuation 
seems inevitable. 








American Can’s Strong Position 
In Ten Years Profits Have Increased Seven Fold—Has Put 
Millions Back Into the Property from Earnings— 
Bright Outlook for 1919—Common Stock 
Close to Dividends 





By FREDERICK LEWIS 





N an analysis of the American 
Can Co. the first fact that 





" growth that the company has 
made in the past ten years. In 1908 
operating income was $3,111,898, as 
compared with $21,995,042 in 1917, an 
increase of 700%. A glance at the ac- 
companying graph will show how 
steadily upward the trend of earnings 
has been. 











TABLE I 
AMERICAN CAN CO. 
Price Range of Stocks 

— Common — — Preferred — 

High Low High Low 
1907.. 7% 3 66% 34 
1908. . 10% 4 767% 44 
1909. . 18% 7 86 71% 
1910.. 137 67 82% 62 
1911.. 1234 87 9344 77 
1912.. 47 11% 126 
1913.. 467 21 *129 80 
1914. 35 19 96 80 
1915.. 68 25 113 91 
1916. 68 44 11 1077 
1917.. 53 29 **111 87 
1918.. 101 8914 


50% 
*24% in back dividends paid this year. ~ 


**8.97% in back dividends paid this year. 





An important point to consider is 
that the large profits the company has 
enjoyed in the past.few years have not 
been dissipated by the payment of big 
dividends, but the greater part has 
been put back into the property, ma- 
terially strengthening its financial and 

hysical condition. On Dec. 31, 1911, 
or example, working capital stood at 
$10,647,695, whereas it is now in the 
neighborhood of $30,000,000. In this 
same period about $20,000,00 was 
spent for improvements, new plants, 


etc. 
Assets Behind Common 


Assuming that the entire common 
stock of $41,233,300 represented nothing 


but water when it was first issued, it now 
has assets behind it equal to about $65 a 
share, which represents earnings put 
back into the property. This is a re- 
markable showing when the fact is con- 
sidered that the “good-will, patents, 
trade marks etc.” of this company are 
undoubtedly entitled to a high valuation 
as the company has built up a business 
reputation that compares favorably with 
any of our great industrial corporations. 

For the year ended Dec. 31, 1917, 
American Can earned 21.84% on the 
common stock after allowing for 7% 
on the preferred. In that year, how- 
ever, 8.97% back dividends were paid 
on the preferred, so that the surplus for 
the year was only equal to 12.87%. All 
back dividends due on the preferred 
were cleaned up in 1917 so that after 
7% on the preferred has been paid, all 
of 1918’s earnings will be applicable for 
common dividends. 


1918 Earnings 


For 1918, gross earnings of the com- 
pany were the greatest in its history. As 
has been the case with practically every 
other industry, expenses have increased, 
which increase has only partly been off- 
set by higher prices for the products. 
This, combined with increased taxes, has 
cut considerably into American Can’s 
earnings. It is estimated that the year 
1918 will show about 15% earned on the 
common stock. 

Of course we are all more interested 
in the future than in the past and the 
big question is what is the outlook for 
American Can’s earnings for 1919 and 
thereafter? As far as 1919 is concerned 
the answer does not have to be qualified, 
the outlook is excellent. The demand 
for foodstuffs for Europe is going to be 
heavy throughout the year, there is no 
doubt about that. Enormous quantities 
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will be canned before being shipped and 
this practically guarantees a big business 
for the can companies. It also answers 
a question that the financial district has 
been asking itself for the past few 
months—“Why, with such large earn- 
ings and its improved financial condition 
does not American Can start dividends 
on the common stock?” The answer is 
that its business has been growing so fast 
that it needs all its funds to take care of 
the expansion. In 1918, for example, 
the company sold $12,000,000 7% notes 
maturing in 7 to 10 months in order to 
help finance its purchases of tin plate. 


off for depreciation in value. This has 
already been foreseen by the company 
and a portion of the company’s tin plate 
stock has been carried right along at a 
pre-war price. Depreciation of inven- 
tory, therefore, will be a very small mat- 
ter in the case of this company. 

There is no question but that the com- 
pany is engaged in a rapidly growing in- 
dustry, more products are being canned 
every day. Moreover Europe, because 
of the war, has been introduced to Amer- 
ican canned goods as never before and 
the export business in this line is likely 
to continue large even after the present 
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$21,995,000 
Income 





a) 








In other words its business had expanded 
so that its $30,000,000 working capital 
was insufficient to take care of it. 
Inventories 

With the so-called readjustment per- 
iod upon us, in judging a company’s 
position one of the first things to do is 
to carefully study how it stands on the 
question of inventories. Many companies 
undoubtedly face a very considerable 
loss from this source, but such is not the 
case with American Can. Its most im- 
portant item in the inventory account is 
tin plate. By far the greater part of the 
tin plate purchased is already sold under 
contracts for cans so that a relatively 
small amount would be subject to a write 


unusual demand of Europe for food is 
over. 

American Can is capitalized as fol- 
lows: Common stock $41,233,300, pre- 
ferred stock (7% cumulative) $41,233,- 
300, debenture bonds $11,370,000. The 
debenture bonds*were issued in 1913 in 
order to pay off 24% back dividends due 
on the preferred stock and to increase 
working capital. The original issue was 
$14,000,000 and has been reduced to the 
present amount by the operation of a 
sinking fund which retires $500,000 
yearly. 

Heavy Depreciation Charges 

In reporting earnings for the common 

stock American Can has been decidedly 
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conservative in the past two years, as it 
has charged off very large sums for de- 
reciation. In 1917, for example, $3,- 
,000 was charged off to this account 
and in 1916 $2,500,000. This compares 
with an average charge for depreciation 
in previous years of less than $1,000,000. 
On Nov. 29, 1913, the United States 
Government brought suit against the 
company for alleged violation of the 
Sherman anti-trust law. In Feb., 1916, 
the United States District Court at 
Baltimore handed down a decision re- 
fusing to order the dissolution of the 
company, but retaining jurisdiction and 
the right to do so if the company used 
its power to the injury of the public, An 
appeal has been made to the United 
States Supreme Court. In Jan., 1918, 
Attorney General Gregory asked the 
Supreme Court to defer argument on 
this and other anti-trust cases until the 
next term. American Can interests are 
of the opinion that if the case is brought 








TABLE II 
Preferred Dividend Record 
BD. dk dns b40% 244% 1915 7% 
1904-1 5% 1916 7 
BS 6ditlew 31% 1917 15.97 
| 7% 1918 7 


No dividends paid on common, back divi- 
dends on preferred have been all paid up. 


before the Supreme Court that the ruling 
of the lower court will be upheld. 
Position of Securities 
American Can common at present 
price of around 49 has, it is true, had a 
very big advance from the price it used 
to command seven or eight years ago, 
but the progress that the company has 
made in that time appears to easily 
justify this advance. The stock is not 
paying dividends at the present time be- 
cause of. the conservative policy of the 
management, which prefers at the 
moment to use this money in the com- 
pany’s business rather than pay dividends 
and be a borrower. But with the com- 
pany continuing to pile i profits this 
condition is not likely to last long and 
it is decidedly probable that within an- 
other twelve months Can common will 
be in the list of dividend payers. 
Conservatism on the question of divi- 
dends in the few years has so 
strengthened company that when 











dividends are started there should be 
little difficulty in maintaining them. The 
present status of American Can common 
can be compared in a way with that of 
National Biscuit common before divi- 
dends were started. The latter company 
held off on dividends until the financial 
structure of the company was sound and 
when dividends were started there was 
never any question of their maintenance 
and the stock gradually drifted into the 
investment class. 

American Can’s business can be con- 
sidered just as stable a one as that of 
National Biscuit and it is quite logical 
to expect that within a few years Ameri- 
can Can common will have a high invest- 
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ment rating among industrial common 
stocks. It looks decidedly attractive at 
present prices for the long pull. 

The preferred stock at present prices 
of around 101 is a good business man’s 
investment. For the ten years ended 
December 31, 1917, earnings averaged 
12.37% on the preferred. Earnings at 
the present time are about three times 
the preferred dividend requirements. 

American Can Debenture 5s selling 
around 91 are one of the highest grade 
industrial bonds on the market. Work- 
ing capital is nearly three times the 
amount of the bonds outstanding. 




















Trade Tendencies 
As Seen by Our Trade Observer 








Steel 
No Investment Demand Yet 


What is what in the Steel Industry can 
be fairly well determined, for the present 
at least, from the class of buyers now 
making purchases. The demand from the 
investor, the one who buys Steel for per- 
manent construction work, is almost 
totally lacking. Moderate transactions in 
wire products, steel pipe and sheet are 
recorded, which means that the class of 
buyers for stoves, household utensils, au- 
tomobiles, etc., are the only ones in the 
market. This class of buying is covered 
by jobbers and manufacturing consumers 
and the steel trade does not regard it as 
an indication of the actual steel demand. 

Even jobbers, despite their greatly de- 
pleted stocks, are not bidding actively for 
the material and it is evidently their in- 
tention to keep their stocks as low as is 
consistent with — able to supply cus- 
tomers. Producers therefore are not very 
much encouraged by the maintenance of 
this somewhat artificial activity as they 
realize that this source of consumption is 
easily “fed up” and the steel trade some- 
what dismally predicts that when the ac- 
cumulated demand due to war time re- 
strictions of distribution has been met, 
the present activity will dwindle. 

After all there is only one class of buy- 
ing that can stimulate activity in the steel 
trade and there is no indication that this 
class of buying is coming into the market 
soon. No inquiries are being received b 
the steel mills, investors taking the atti- 
tude that the time is not ripe for project- 


ing of bridges, buildings, factories and 
the like. 

Notwithstanding emphatic denials by 
many of the large steel operators, there is 
some truth in the report that steel is be- 
ing offered at lower prices than those set 
by the trade. It is just such confusion 
that is scaring off buyers who might soon 
start building. All in all the situation has 
not changed radically since the trend of 
the steel trade was last recorded in these 


columns. The assumption that the iron 
and steel trade was assured a period of 
several years of prosperity to begin im- 


mediately, is beginning to be refuted by 
the actual facts of the trades’ condition. 
Granting that eventually investors, and 
upon investors depends the prosperity of 
the trade, will come into the market in 
volume, they are not doing so now and 
there is no likelyhood that they will until 
a level of prices considerably below cur- 
rent quotations is established. 
e:e-*% 


Railroads 
Will Business Maintain Traffic Dens- 
ity at High Rates? 

Still the carriers await the definite Gov- 
ernment policy as to their disposition. 
Discussion covers in detail the advantages 
or disadvantages of Director General Mc- 
Adoo’s five-year recommendation and as 
the affirmative and negative have sponsors 
of equal weight and authority the situa- 
tion in this regard resolves itself into a 
debate. Until it is decided what the 
Government will actually do, our time can 
be employed to greater advantage in re- 
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cording a few of the side lights on the 
situation (side lights only in so far as 
they are subordinate to the main argu- 
ment of Government control). 

It can be figured with a degree of ac- 
curacy that the Government loss in op- 
erating the railroads for the first year, 
will approximate $150,000,000. On this 
basis it is officially estimated that it will 
take six months of war tariff to even up 
accounts, providing of course that the 
traffic movement maintains its present 
density and that there is no appreciable 
rise in operating expenses in the mean- 
time. Revenues from freight, passenger 
and other sources for ten months ending 
November 4, 1918 were $4,320,000,000, 
or almost equal to the entire revenues of 
1917. Operating expenses for the ten 
months amounted to $3,247,000,000 as 
against $2,852,000,000 for the entire year 
of 1917, and increase about $400,000,000. 
From these figures it is seen that although 
receipts were nearly 20% greater, the 
rise in expenses more than. offset the in- 
crease in revenue with the result that it 
took 80% of the operating revenue to pay 
operating expenses against around 70% 
in normal times. Thus we have a situa- 
tion in which an industry is run for the 
benefit of employe$ and probably at the 
expense of tax payers, the usual result of 
public ownership. Whether we ride or 
no, we must help pay the bills, a condi- 
tion conceded necessary under the stress 
of war, and necessary or unnecessary in 
the future according to the point of view. 


General Business vs Government 

What is going to happen from the busi- 
ness point of view is the next considera- 
tion. Traffic statistics are already show- 
ing a decrease in the movement of pas- 
sengers and freight figures are probably 
following suit, although actual returns 
are not available. The actual returris for 
the month of September, 1918, are prob- 
ably as good an indicator of future events 
as any available at the present time. In 
that month railway service cost about 
$130,000,000 more than the correspond- 
ing period the year before, but despite this 
increase operating expenses reduced that 
income to within $3,000,000 more than in 
1917. Traffic statistics show a loss of 
passenger traffic in the Eastern region of 


6.02%, but the gain in passenger revenue 
was 30%. In the South a gain of pas- 
senger traffic of about 19% was recorded 
with an increase of passenger revenue of 
more than 57%, and in the Western 
region, a loss of about 10% in traffic with 
a gain of 15% in revenue, 

Under the stress of major arguments 
are we going to forget that during the 
last year, there was a huge movement of 
troops, extraordinary traffic by Govern- 
ment officials and in addition movement of 
millions and millions of tons of munitions 
and supplies of all kinds, under the stress 
of war conditions? But will this keep up 
and how long? Already Government 
movements are slowing up and at the 
present speed with which war adjust- 
ments are being brought about, a sub- 
stantial part of this traffic will be cur- 
tailed. Ordinary business must be de- 
pended upon to keep railway profits near 
the level maintained by the Government 
in order to keep revenues near their pres- 
ent level. It is hard to see how this can 
be done, taking into consideration a slow 
up in the general business field, such as 
has already set in and more important, 
the present ruinous (ruinous to competi- 
tive business) rates. The Railroads are 
faced with some knotty problems. 

* * * 


Copper 
Large Producers Curtailing Output 


The copper trade is still on the “anxious 
seat” with buyers and sellers doing little 
more than waiting for the other fellow 
to make the next move. While actual 
trading in the metal itself is practically 
at a standstill, the major factors effecting 
the trade are moving with rapidity depict- 
ing the trend in unmistakable language. 

Recognizing the unenviable position of 
plenty of stock with no customers, the 
leading properties throughout the nation 
have taken steps to curtail their output. 
Producers have reduced their output in 
many instances to about 70% of capacity 
(this is not a full 30% reduction, how- 
ever, as during the last few months, few 
of the properties were producing at 100% 
because of the inability to obtain sufficient 
labor). Even this curtailment does not 
alter the present surplus of copper situa- 
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tion, in that consumption has fallen off 
to an even greater extent and unless buy- 
ing activities resume in the future, the 
much dreaded surplus stock will be en- 
larged rather than depleted. 

Nor is relief from the export end yet 
apparent. Foreign buyers, despite their 
depleted stocks, and in many instances, 
urgent needs, are still holding off taking 
the attitude that the even now artificial 
market will be destroyed by producers 
who will be forced by necessity to accept 
whatever price the metal will bring in an 
open market. In the past, it has been the 
invariable rule that when consumers in 
this country have hesitated about placing 
their orders, foreign buyers were enabled 
to purchase the metal at considerably re- 
duced figures. Of course, it is argued 
that the Comper Export Association, Inc., 
because of its position as the chief big ex- 
porter of the metal will be able to demand 
a certain price and hold for that figure, 
but there is always a level of prices which 
is too high for business to be done and no 
association is likely to demand a price 
that is not obtainable for very long. 
Whatever the outcome of the export sit- 
uation will be, it is apparent that at pres- 
ent, operations in that direction are still 
in the primary stage and sellers are 
hampered, if anything, in their move- 
ments. 


Curtailment Effects Situation Little 


Arguments are current that a large 
number of small cost producers will shut 
down their mines and thereby remove 
some surplus production from the market. 
While it is true that with this source of 
supply cut off, total production will be 
reduced to a certain extent but will 
any appreciable relief be experienced? 
Hardly, as the production of copper in 
this country, even with these mines 
eliminated, is sufficient to care for the 
present domestic needs and nearby for- 
eign needs. On the other hand, pro- 
ducers of this class will without doubt 
hesitate to the last minute, before a shut 
down. The closing of a mine is an ex- 
pensive operation at the best, pumps must 
be kept working to keep down the water 
and when the market gets to a point 
where resumption of work is desirable, 
a considerable amount of money must be 


spent before production is resumed. In 
addition, the re-assembling of experi- 
enced workers is quite a problem. 

Meanwhile rumors insistently ae up 
to the effect that immediate sales of the 
metal are being made between 20 and 21c 
and copper for delivery during the first 
quarter of this year is selling at between 
19 and 20c. Although no one in the trade 
will confirm these reports, the leading 
producers are doing little business at the 
23c level, and from talks with smaller 
copper men, it appears that there is some 
truth in these statements. One thing is 
certain and that is, the copper trade has 
not gained its equilibrium and from pres- 
ent indications, such a status will not be 
obtained until a lower level of prices is 
reached. 

a 


Public Utilities 
Is Relief in Sight? 


Comments by leading operators in the 
public utility industry takes on a tone of 
well merited bitterness, the gist of which 
centers upon the question as to why the 
public utilities have been made to bear 
the brunt of high cost of operations 
against a fixed income. The facts of the 
situation are well known, and while it is 
practically conceded that public utilities 
as a whole will be plunged into bank- 
ruptcy unless relief is forthcoming in the 
near future, opinion is by no means unani- 
mous as to what turn events are likely to 
take next. 

What justice can be found in the de- 
cision of the War Labor Board, when its 
members took the attitude that labor had 
to be properly compensated regardless of 
the financial ability of the companies to 

y, is hard to see. This board very well 

new that in practically every case, the 
companies would be unable to pay higher 
wages for any considerable period with- 
out obtaining more revenue, and although 
a show was made of an effort to secure 
Federal assistance for the companies all 
that was finally done was to refer recom- 
mendations that rates be increased to dif- 
ferent state commissions or other au- 
thorities. 

Our President, in the early part of the 
war, proclaimed that the public utilities 
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were an essential war industry, but there 
is a vast difference between proclamation 
and action as nearly every public utility 
can testify to their sorrow. Why some- 
thing could not have been done as was 
accomplished in the case of the railroads 
is hard to see. The fact that public utili- 
ties are more or less local propositions in- 
stead of a national affair has very little to 
do with the main argument when the sit- 
uation is reduced to the last equation. It 
is just as essential, in the estimation of 
public utility operators and surely in the 
eyes of all fair minded business men, that 
water, gas and electricity should have 
flowed regularly to war plants and other 
industries, that workers should have been 
carried to and from their tasks with regu- 
larity and despatch, and that our tele- 
phone and heating facilities should have 
been maintained at maximum speed as 
any other industry specially classified as 
necessary to winning the war. How the 
public generally can contest the argu- 
ment that public utility rates should not 
be increased on the one hand, and recog- 
nize as one of the conditions of changed 
circumstances that a 50% increase in rail- 
road fares and a corresponding increase 
for practically every commodity neces- 
sary to our existence was justified, is cer- 
tainly difficult to conceive. However, 
these are the actual facts and therein lies 
the tale of the public utilities dilemma. 


The Public Awakening 

What is going to happen next in this 
grotesque situation is what public utility 
operators, investors large and small, in 
public utility securities and the consuming 
public would like to know? Fortunately, 
certain localities are awakening to the 
facts of the situation and many men 
prominent in the industry believe that 
this awakening will be general. It is fur- 
ther pointed out, however, that a cam- 
paign of education will probably be the 
only quick solution of the problem. The 
public must be convinced that their in- 
terests are in common with investors in 
public utility securities, since good ser- 
vice is coatingent upon a fair return on 
capital invested. It is true that nar- 
row minded persons may argue that rates 
are fixed generally by contract ordinances 
and franchise agreements, but is it not 


likely that the American public will de- 
mand the “pound of flesh” and support 
the views that a contract is a contract, 

rdless of circumstances. The public 
utilities have struggled manfully with a 
stu us problem, but it is now beyond 
their grasp and it is literally “up to” the 
public to afford some relief in the situa- 
tion themselves. Of course, one alter- 
native is public ownership, the merits of 
which we will not attempt to argue here, 
but my observation leads me to believe 
that we are not ready for that yet. The 
public must be made to recognize that 
public utilities are entitled to a fair deal 
and it is believed that this lesson is now 
being learned, the results of which we 
shall see in the near future. 

* * * 
Grain 

Government Faces Huge Loss 

With a forecast for the largest winter 
wheat crop in the history of the United 
States or nearly a hundred million bushels 
more than the record crop in 1914, and 
with the price of this coming crop guar- 
anteed at $2.26 per bushel, the Food Ad- 
ministration is faced with a serious prob- 
lem. If America is going to have a wheat 
surplus of from 500,000,000 to 850,000,- 
000 bushels, a three-year surplus, what is 
likely to happen? It is very unlikely that 
the world markets will pay the price guar- 
anteed by this Government to wheat 
growers, especially when the product is 
obtainable at much lower from 
other countries, and altho the mills 
in this country must pay the fixed price if 
they Government wheat, the question 
is w r consumers will consent to pay- 
ing from 50c to $1 more per bushel than 
would be necessary if wheat were im- 
ported from other countries. 

About two months ago, the-Australian 
Government sold 35,000,000 bushels of 
wheat in England at 93c per bushel and 
according to reports, there is plenty 
more around at that price. As soon 
as ocean tonnage is available, Australia 
will dump on the world’s market a 
three-year surplus accumulation amount- 
jae at least 200,000,000 bushels and in 
addition to this present supply, a new 
crop of about the same amount is ready 
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to be harvested. Since Australia cannot 
store its grain long, because of lack of 
facilities, all the available wheat will be 
moved even at a substantial concession. 
Another large competitor of the 
“Uncle Sam Wheat Company” is Argen- 
tina. This country is an exporter to the 
extent of about 85,000,000 bushels an- 
nually. Argentina’s wheat is a good sub- 
stitute for our own Western article and 
there is no doubt that it will be offered 





The Course of Grain Prices in 1918 








at considerably lower prices than now 
revailing, lower in any event than the 
Food Administration’s fixed price. 

In the European field every effort is 
being exerted toward increased cereal 
production. France is offering the pre- 
miums to farmers who produce an excess 
over their previous production and grain 
circles believe that France will soon be 
eliminated as a bidder for Foreign wheat. 
Great Britain will, of course, require a 
large supply, greater even than importa- 
tions in normal times, but England’s 
needs over the supply obtained from 
their own colonies and Argentina will 
not be as large as many believe. Cer- 
tainly they will be as small as possible 
as long as an excessive price obtains. 

_ At the best the Government is in an 
emba ing position. While the Food 
Administration may force the mills in 
this country to buy through the Govern- 


ment at a’ fixed price by excluding im- 
portation, it is not likely that Uncle Sam 
can name his price in Foreign lands and 
compel them to take his supply. If the 
wheat must be sold at reduced prices in 
Foreign markets, the mills in this coun- 
try would not be likely to stand for dis- 
crimination and therefore, the Govern- 
ment would be obliged to sell here at the 
same price. The logical development of 
the situation seems to point towards sell- 
ing of the wheat at prices lower than 
the fixed level and the Government 
standing the loss. What this loss is 
likely to be can only be estimated, but 
grain operators figure it at not less than 
$500,000,000. 


* * * 


Wool 
Artificial Market Hinders Trade 


Despite the fact that operators in the 
wool industry and the wool goods field, 
have been reassured by the rather slight 
decline comparatively in the price of both 
classes of products at recent auctions, it 
takes little investigating to determine that 
the trade is still in a highly nervous state. 
Needless to say, a maintenance of a level 
of prices of about 30% from the high 
point in the sale of goods by the American 
Woolen Company was unlooked for and 
immediately after these sales, a degree 
of assurance, if not actual optimism, re- 
sulted from the unexpected turn of 
events. Both the woolen trade and the 
cutting up industry assumed that large 
losses on their present stocks of goods 
was a foregone conclusion. But if the 
comparatively high level of prices that 
have recently been obtained are kept up, 
the sacrifice of reserved stocks will not 
be necessary. 

It is feared, however, that this un- 
usual reversal in the situation may lead 
to an unwarranted attitude of security. 
Let us consider for a moment the major 
factors that effect the wool situation, 
and apply them with a view of determin- 
ing the trend of prices and activity in the 
trade. 

In 1914, this country imported over 
250,000,000 pounds of wool having a 
value of about 20 cents a pound. In 
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1917, war imports amounted to 327,000,- 
000, bringing about 33c a pound. Our 
own wool crop that year was 245,000,000 
pounds. The average price rose to 
about 55c a pound. Although nothing 
but estimates can be made, it is figured 
that the United States Government is 
loaded with a reserve supply of wool 
amounting to several hundred million 
pounds, and in addition to the raw, the 
Government has for the account of its 
army and navy, an enormous supply of 
woolen garments. It is certain that the 
Government has enough woolen goods on 
its hands to care for the needs of its 
army and navy for many years to come, 
and it is also certain that this great re- 
served supply of wool must be marketed 
sooner or later. 

Needless to say, operators in the trade 
are displeased with the present Govern- 
ment policy of fixing a minimum price 
on its stock, and trying to sell its goods 
at auction. Because of this policy, the 
present market is artificial, and will re- 
main artificial until a free market is es- 
tablished. The best opinion in the trade 
believes that the Government should 
offer its wool, fixed quantities at interval, 
if you like, in an open and free market 
restoring thereby the trade on a normal 
basis as soon as possible. 

As the situation now stands, nobody 
is doing anything one way or the other, 
nor will manufacturers risk making com- 
mitments except strictly from hand to 
mouth while this large government sup- 
ply is hanging over the market. Stocks 
of manufactured woolen goods are sadly 
depleted even at present and good ac- 
tivity in the trade can be expected as 
soon as the mills are willing to start 
making up goods. But manufacturers re- 
fuse to purchase at these high levels, 
first because the trade will not stand for 
high prices for manufactured goods, 
when it is known that such prices are not 
necessary, and second, the mills are not 
sure in their own minds that sooner or 
later pressure will be brought to bear on 
the Government to remove their restric- 
tions, which action would result in leav- 
ing’a few of the manufacturers who were 
_ daring enough to buy, with high cost 


goods. Thus, the wool situation resolves 
itself into “remove restrictions and we 


do business.” 
o* * os 


Leather 
Still Unsettled 


Evidences of the trend in the leather 
industry are now becoming apparent. 
The preliminary confusion that marked 
the first few weeks of unsettlement has 
now settled down into what might be 
called a normal market. The market 
is normal, however, only in so far as nor- 
mal means no excited fluctuations one 
way or the other. The selling end of the 
trade has stopped offering the product at 
reduced prices, claiming that the increas- 
ing export demand is offsetting the disin- 
clination of locals to buy. Buyers, on the 
other hand, are refusing to make large 
commitments, especially of the better 
grade leathers, preferring to wait until 
they can get a better idea of what the 
period of transition will bring forth. On 
the whole, the leather trade may be said 
to be still rather chary about the future. 

Reviewed from the surface, the mar- 
ket takes on the aspects of a normal one. 
Few quotations are heard and prices are 
unsettled. The general situation is some- 
what relieved by a good demand fo1 
special grades of domestic and imported 
leather, but the bulk of leather transac- 
tions are at a standstill. The shoe in- 
dustry will not commit themselves one 
way or the other until they are able to 
determine with some surety what turn 
events will take next. The labor ques- 
tion here is the paramount factor, and 
until shoe manufacturers are able to fig- 
ure what labor charges will go into mak- 
ing the general cost little can be expected 
from this direction. 

The concensus of opinion is that 
leather prices will work somewhat lower 
but that the readjustment will not be se- 
vere. For the present, then, it would 
seem that until there is a further drop 
in prices and until it can be determined 
more clearly what the future has in store, 
the leather markets are likely to experi- 
ence less activity with a downward trend. 
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Tobacco 
Industry Does Not Fear Readjustment 


Although the activities of the tobacco 
trade are confined to narrow limits, the 
majority of the trade do not look upon 
the future with concern. At present a 
nominal market prevails pending de- 
velopments, both buyers and sellers doing 
little one way or the other. Tobacco 
opinion consistently argues that the re- 
adjustment period, the consequences of 
which are feared by other industries, 
will only have a temporary and minor 
effect on tobacco activities. The steel, 
copper and other industries are faced 
with overproduction, excessively high 
prices, readjustment in the application 
of the product, and other factors well 
known. But the tobacco trade has no 
readjustments to make in the application 
of its product, the demand and consump- 
tion of the weed should be as great as 
ever before, and, best of all, an outlet 
in a different form will not have to be 
found. 


Reduction in Prices 


The only readjustment factor facing 
tobacco is, of course, the reduction in 
price levels for the product. Prices have, 
of course, consistently risen, but this rise 
was due to the well known factors of 
increase in costs. Cost of labor and ma- 
terials, particularly fertilizer, are expect- 
ed to come down, and, therefore, a cor- 
responding drop in the cost of the prod- 
uct will have little or no effect on the 
general situation. 

In the meantime some tobacco growers 
expect that they may have to unload 
some of their present high cost stock 
at cost or even below, but such a situa- 
tion should not cause more than a tempo- 
rary ripple in the pool. During the gen- 
eral period of readjustments and the cur- 
tailment of buying power that will prob- 
ably accompany it, the tobacco trade may 
settle into a period of dullness. This is 
not going to last long, however, and when 
the great period of prosperity, that our 
business leaders are so confidently pre- 
dicting, actually sets in, tobacco should 
enjoy as much prosperity as heretofore. 


Coal 
Prices to Recede 


Despite the fact that the output of 
bituminous coal has been curtailed dur- 
ing the past few months, there is plenty 
of this grade of fuel obtainable. Con- 
sumers of soft coal are assuming the at- 
titude that the Government will take the 
same action towards its price restriction 
policy as with copper and steel, and, 
therefore, are using their reserved stocks 
for their current needs. 

That buyers of coal unanimously agree 
that with Government restrictions elimin- 
ated, coal prices will seek a lower level 
is significant. In the meantime producers 
are even now feeling the effects of the 
curtailment of consumption. Many mines 
are working only part time, their only 
sustenance lying in the demand for coal 
from the railroads. 

The major elements for consideration 
in the coal outlook may be briefly stated. 
The war industries, great consumers of 
coal at high prices, are assuredly going to 
cut down the demand for coal on a large 
scale. With a less concentrated demand 
for the product and with large stocks of 
coal on hand, the coal companies will 
undoubtedly be forced to market their 
products at considerably lower prices 
than have been maintained by Govern- 


ment regulation. 
* * 


Rubber 
Only Temporary Depression Expected 


Now that the Government has practi- 
cally removed its restrictions from the 
rubber trade, it is expected that the sit- 
uation in that industry will settle down 
into one dependent, only upon the va- 
rious elements that go into the making 
of an active or inactive market. Trans- 
portation facilities will soon be available 
for importation of rubber in accordance 
with the demands of the market, and we 
soon shall be able to see to what de- 
gree the American market will assimi- 
late the crude. 

Although the demand for manufac- 
tured rubber will be great and ever in- 
creasing during peace times, the fact 
must not be lost sight of that a tremen- 
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dous demand for rubber products was 
created and maintained by the war. Auto- 
mobile and other tires, rubber boots, etc., 
were absorbed by war requirements to a 
capacity hitherto unheard of, and, while 
the ability of the world to consume a 
larger supply of rubber has developed, 
it is doubtful if it will immediately attain 
the heights reached by military require- 
ments. It must be remembered that wat 
conditions have been forcing rubber more 
and more into consumption as a substi- 
tute of leather and other materials less 
available. 

Outside of the demand created by the 
equipping of our armies, and those of 
foreign countries, with rubber products, 
our war industries in their various 


branches created an unprecedented de- 
mand for motor truck tires, rubber elec- 
tric insulations, rubber coverings, rub- 
ber for shoes and other products. It 
would be foolish, of course, to lose sight 
of the fact that the demand from this 
source will be sharply curtailed. On the 
other hand, many peaceful branches of 
the industry are starved for material so 
that an abrupt cessation of activity 
should not be expected. 

It is to be concluded, therefore, that 
the rubber trade, no more than any other, 
can avoid an immediate period of slower 
business. This period is likely to last 
until peaceful expansion and demand 
lead to increased requirements. 
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Mr. Ricuarp D. Wycxorr, 

Editor, MAGAZINE OF WALL STREET, 

New York, N. Y. 

Dear Sr: s 

I am taking the liberty to write you for 
a few suggestions on the subject of “Stock 
Speculations,” having read so much of 
your literature both in The Magazine of 
Wall Street and in “Studies in Tape Read- 
ing,” etc. I have absolute confidence that 
you could give me the information I have 
been endeavoring to get for some time. 

Having completed my course in law and 
being particularly interested in the stock 
market, although I never attempted to buy 
and sell stocks on margin, I am devoting 
most of my leisure in reading every pub- 
lication I can get on the above subject. I 
have secured all the books advertised in 


the magazine and also every other of these. 


books as they come to my notice. My pro- 
fession insuring me and my family a good 
living and enabling me to save a little as 
well, I have always thought of going in 
a big city and do nothing but trading in 
the market for a while, when there is any 
activity. 

In view of this I have tried to learn 
enough and I will keep studying the subject 
until I make an attempt as above stated. 
Now would you please tell me if this sub- 
ject, and the manner to beat the market 
can be learned by studies? 

Would you also let me know where I can 
secure additional information in order to 
make a course in this as I made in law. 
Do you also think that it is possible to trade 
successfully from a distance? _ 

Thanking you for your attention, I am, 

ours truly, 








Dear Sr: 


I suggest that you go very slowly in giving 
up or jeopardizing the present income which 
you derive from your profession. It takes 
years to learn to judge the market from the 
tape and after that you may find that you are 
not suited to the work. It is not like any other 
kind of business or any other profession. After 
you have learned the rules you have to make 
your character over to fit the rules, and even 
then you must be prepared for periods of mis- 
fortune which require a lot of nerve to carry 
through. 


Your best plan is to buy, in periods of de- 
pression, securities which are then selling 
below their intrinsic value as represented by 
assets, earning power and future prospects. 
As you find yourself successful in this, after 
a few years, you can take a more specula- 
tive position, but remember that this busi- 
ness must be learned, just as you learn to 
practice law, and it is a much longer, harder 
and more risky business than a regular pro- 
fession. Our Investment Letter will help 
you, and we can also supply other volumes 
which will probably be of assistance to you. 

I also suggest that you study “The Busi- 
ness of Trading in Stocks” and other articles 
which have been covered in our past 
volumes. In fact, if you can secure them, 
either from us or through any of our read- 
ers who might be willing to part with them, 
it would be well for you to have a complete 
file of the bound volumes, as each one con- 
tains a wealth of information for your 
purpose. 

Yours very truly, 


Eprror. 














R. R. and Industrial News and Comment 





Note.—The Railroad and Industrial Digest, 


Notes on Public Utilities, Oil oan and 


contain condensations of the latest news 


regarding the co 
are not to be considered official unless so stated. “Nl 


THE 


items 
MAGAZINE OF WALL STREET nor the authorities for the various items guarantee 


Dent, Se ae 


are selected with the utmost care, and only from sources which we have 
to believe are accurate and trustworthy. Investment commitments should 


ae po ae further corroboration.—Editor. 





RAILROADS 





CANADIAN PACIFIC RAILWAY 
Thompson Coal Lands Optioned 


The J. B. Thompson coal lands, originally 
optioned by the Hill interests, have op- 
tioned by the Canadian Pacific Company. The 
reported price paid for the option is $8,000,000, 
and if the deal goes through there will be a 
payment of 42 Samy on the dollar for the un- 
secured creditors. 

The Canadian Pacific Company will soon be 
able to resume its full steamship schedules 
with the Orient. The two big ships, the 
Empress of Russia and the Empress of Asia, 
displacing 17,000 tons, which have been used 
for the transportation of American troops 
overseas, have been released. They will re- 
sume their regular service between Vancouver 
and Chinese and Japanese ports. 

The Empress of Asia will make the first 
voyage on February 20 and will be followed 
by the Empress of Russia, according to an 
announcement by the officials of the company. 





NEW YORK, NEW HAVEN & HART- 
FORD RAILROAD 


Road Showing Up Poorly 


The fact that New Haven stockholders have 
been lulled into a sense of security is shown 
by the indifference of stockholders to the 
startling exhibition made by the New Haven 
and Boston & Maine in November earnings. As 
in the case of smaller roads in a similar posi- 
tion, New Haven was rescued from the rocks 
of disaster in the nick of time, by the taking 
of control of that property by the Government. 
According to figures published by the Inter- 
state Commerce ission, the item of net 
after taxes in the New Haven and Boston & 
Maine earnings showed deficits of $537,398 and 


r x 

The real cause of the deficit was due to back 
pay accounts having been made up by the 

auditors and elena completed during the 
months that were retroactive to Jan. 1, 1919. 

These two roads have found the back-pay 
grants made in May by McAdoo in his famous 
43% wage advance an Herculean order. 

By direction of the Railroad Administration 
each list of _ pay accounts that were com- 
pleted and ors were charged in to operating 
expenses of the month of payment, with the 
result that wages being retroactive to January 
lst and rates not becoming operative until the 


middle of June the roads were unable to show 
any vestige of net earnings. 

This has resulted in a decline of $6,500,000 
in New Haven’s net operating income for the 
eleven months to December Ist, compared with 
the corresponding period 1917 and a like de- 
cline of $3,500,000 for Boston & Maine. 

It was originally estimated that New Haven’s 
wage account would add $10,500,000 to the 
annual payroll. Revised figures show this will 
amount to over $11,500,000 at the end of the 
year and Boston & Maine’s wage increase over 
$10,000,000 to annual operating expenses. 

The latest wage award of the Director Gen- 
eral giving an advance of 13 cents per hour to 
the telegraphers will means an increase to 
telegraphers’ wages of Boston & Maine, New 
Haven and Boston & Albany of nearly $1, 500,- 
000 per annum. 


KANSAS CITY SOUTHERN 
I. C. C. Valuation To Be Tested in Court 


A test of the “valuation of railroads” law 
will soon be made by the Kansas City Southern 
Railway Company. Mandamus proceedings 
have been begun in the District Supreme Court 
by this company to test the valuation law of 
the Interstate Commerce Commission. Lawyers 
for the railroad plead in their petition that the 
refusal of the commission to investigate and 
find the cost of condemnation and damages, or 
purchase, in excess of original cost, or present 
value of lands, would result in great injury to 
the road, and if persisted in, would result in a 
valuation of property loss by many millions 
than the road is justly and fairly worth. 

The constitutionality of the law is involved 
in the litigation as well as $100,000,000 of 
property. ' 

The valuation put upon the property of the 
road by the commission, it is alleged, works 
great hardships on the carrier because, being 
a matter of public record, it is likely to seri- 
ously and injuriously affect the road’s credit 
and impair its ability to borrow money to meet 

ital requirements. 

n asking that the court issue an order for 
the investigation to ascertain the existing cost 
of condemnation and damages or of purchase 
in excess of original cost, the petition requested 
that if the court be not minded to issue the 
writ that if the Court be not minded to issue 
the writ that its order issue directing that an 
alternative writ of mandamus go commanding 
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the I. C. C. to show cause why such a writ 
should not be issued. ; 

Because of the importance of the case it is 
anticipated that whatever the decision of the 
District Court may be, it will finally reach the 
United States Supreme Court. 





NEW YORK CENTRAL RAILROAD 
City’s Rights to Property North of 72nd St. 

ne tee-¢: To Be Decided 

It is hoped that some decision will at last 
be reached as to whether the New York Cen- 
tral Railroad shall retain possession of the 
land and the land under water occupied by the 
company between Seventy-second Street and 
Spuyten Duyvil. Papers were served Dec. 26, 
1918, in ejectment proceedings by Corporation 
Council William P. Burr on behalf of New 
York City against the company, and William 
G. McAdoo, as Director General of Railroads, 
and individually for recovery of possession of 
the land and the land under water occupied by 

1e railroad company at this place. 

The object of the suit is to primarily de- 
termine just what rights the city have in the 
property. The land along the river front has 
long been a bone of contention between the 
city and the New York Central. From time 
to time plans have been submitted for building 
a park over the railroad’s right-of-way, ex- 
tending this park to the water front. So far, 
however, nothing but talk has been the result. 





PENNSYLVANIA RAILROAD 


. Large Number of Stockholders Show Faith 
in 


Property 
The 1918 year resulted in an increase of 
7,667 stockholders in the Pennsylvania Rail- 
road. According to the latest figures, the num- 
ber of stockholders aggregated 106,107, by far 
the largest number in the history of the com- 


pany. 

The fact that the increase in stockholders 
was represented by a majority of small in- 
vestors shows the confidence of this class in 
the property. This confidence is based not only 
on the continuous dividend record of the com- 
pany and its able management, but also to the 
fact that stockholders have shown their faith 
in the property in the past by payé in $540,- 
344,515 on the par value of $4 700. The 
excess of $41,078,815 over the par value repre- 
sents premiums on stock issued. 

The premium was received by the company 
through the sale of two blocks of stock to 
share holders at $60 per share, a premium at 
$10 above par, and the conversion of bonds into 
stocks at $70 and $75 a share, a premium of 
$20 and respectively. 

At its recent price of 44 the market value 
of the Pennsylvania capital stock was about 
$440,000,000, which is $60,000,000 below its 

egate par value, and what is even more 
striking, represents a shri e of about $100,- 


000,000 below the amount paid on the shares. 
At its low price record 


in 1917 the Penn- 


sylvania capital stock showed a shri of 
$100,000,000 from its par value, and of $140,- 
nig including the premiums paid on the 
stoc 


LEHIGH VALLEY RAIROAD 
September Quarterly Report Shows 


Increase 


Although operating revenue increased from 
$14,529,788 in 1917 for the quarter ended Sep- 
tember 30 to $20,119,310 for the correspond- 
ing period in 1918, net income shows an in- . 
crease for the period of only $1,306,346. The 
same story of increased cost applies here. 


The report follows: 
1918 1917 
Operating revenue..... $20,190,310 $14,529,788 
4,941,223 3,845,285 


Net revenue........... 
3,290,092 


Operating income--.... 4,456,516 
3,351,254 


Net income............ 4,657,600 


NORTHERN PACIFIC 
Estimated Income Under Federal Control 


Now that the company’s contract with the 
Federal Government has been executed, re- 
vised figures on the estimated income under 
Federal control have been given out. The Gov- 
ernment is paying for the use of the property 
of the system 130,068, to which must be 
added $6,589,000 estimated income from in- 
vestment, lease of roads other than to the 
Government, rents and miscellaneous income, 
making gross income of $36,719,068. Bond in- 
terest amounting to $14,387,000 must be de- 
ducted and included in the foregoing amount, 
rentals payable, taxes, sinking funds and cor- 
porate expenses. 

Northern Pacific’s stockholders have little to 
complain as the $22,332,068 left amounts to 
9% upon their $248,000,000 stock. Northern 
Pacific, however, as shown by the records of 
its past performances, is well able to earn this 
amount on the average, so that under normal 
conditions stockholders would have little to 
worry about in the return of the road to its 
own management. 


CHICAGO ROCK ISLAND PACIFIC 
RAILWAY 


Government Orders Cotas with Act 
of Congress Not Valid 


Although Director General McAdoo ruled 
that damage suits against carriers under Fed- 
eral control should be brought in the district 
where the plaintiff resided at the time of the 
accrual of the cause of action, Federal Judge 
Munger in a recent ruling set aside this order. 

In a damage suit against the company by 
Mr. Friesen, the judge ruled, “President Wil- 
son and W. G. McAdoo cannot issue orders 
which conflict with an Act of ” The 
road tried to set aside the pr claim- 
ing that Friesen had left state. ‘ 
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AMERICAN BEET SUGAR 


Dividend Declarations Based On Outlook 
For Year to March 31, 1920 


For the year to March 31, 1919, the company 
earned about $19 a share for its common on 
an average selling price of 7% cents for sugar. 
The fixed price of 9 cents a pound, it is be- 
lieved, will give as la an earning the rest 
of the year to March 31, 1920 as for the pre- 
vious year. It is this promising outlook which 
the directors undoubtedly took into considera- 
tion in ordering the regular dividend. 


AMERICAN INTERNATIONAL CORP. 
Earnings For 1918 Placed at $10 Per Share 


The company in its fiscal year, ended De- 
cember 31 last, has the best earning record of 
any of its years of organization, in November, 
1915. It is understood that the balance of 
profit will clearly exceed 1917 total of $7.49 
per share. In fact, an earning of $10 per share 
against dividends at the rate of $3.60 per share 
would seem surprising. 





AMERICAN WOOLEN 
Output of Wool Curtailed 


Operations at the mill at Lawrence has been 
curtailed on account of cancellation of Govern- 
ment contract and the fact that there was not 
enough civilian work to keep them going at 
full time. -Earnings the company made at a 
high rate during the last year are expected to 
be reduced materially. 





CENTRAL LEATHER 
Earnings for 1918 at $12 a Share 


After an unstated tax, it is expected that 
the earnings will probably show better than 
$12 a share on the common, which in view of 
the eral uncertainties during the period of 
= ustment, makes dividend conservatism in 
order. 

Central Leather is doing a good business at 
respectable prices although with fairly high 
cost, and there is nothing in sight to forecast 
any unfavorable trend in earnings such as fol- 
lowed the break in hides in 1917. 


GENERAL ELECTRIC 
Manufacturing Ratio Reduced to 77.6% 


A sharp reduction in percentage of manufac-: 


turing expenses was the feature of operations 
of the company during the first half of 1918. 


In that period cost of sales represented 77.6% 
of gross earnings. This compared with the 
manufacturing ratio of 82.5% in the first half 
of 1917 and 85.2% for the year of 1917. The 
four years, 1912 to 1915, inclusive, cost General 
Electric about 90 cents out of the dollar to 
produce its goods. 

For the past year ended June 30, 1918, the 
earnings after taxes were equal to $10.85 a 
share. If the second half holds up to the 
same rate the company will show for the full 
year 000,000 of gross and profits of more 
than a share. 


INTERNATIONAL PAPER 

A Cheaper Newsprint Sought by Publishers 

Through the medium of the American News- 
paper Publishers’ Association four hundred 
publishers have petitioned the Attorney Gen- 
eral for the reopening of the newsprint case 
by the Federal Trade Commission on the 
grounds that the costs of production are not 
as great as the manufacturers represent them 
to be. The publishers want lower selling prices 
for newsprint fixed. 


NATIONAL LEAD 

Company Helped by Lower Prices for Lead 

As a large consumer of lead in its manu- 
facturing operations, this company should bene- 
fit from the lower prices for the metal indi- 
cated by American Smelting & Refining Com- 
pany’s action in reducing ‘the price $11 a ton. 
As a miner, however, this would mean smaller 
profits from that part of its business producing 
raw material. National Lead is primarily a 
manufacturing proposition producing only 
about one-tenth of its requirement of lead. It 
is therefore a large purchaser and lower prices 
are welcome, as they mean lower costs and 
they will enable the company to greatly reduce 
the price of its manufactured products so as 
to stimulate consumption. 





STUDEBAKER 
Plant Capacity to Be Doubled 
This company has plans which calls for the 
completion of a new plant at South Bend, 
Indiana, by the end of 1919. The plant’s ca- 
pacity of 100,000 cars annually will more than 
double the company’s capacity. 





UNITED FRUIT 
$2,000,000 Out of $5,000,000 Debentures 
Cancelled 


Under a proposal of the company to pay par 
for its 4%4% debentures of 1923 rh 1625, 
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approximately $3,000,000 of the $5,000,000 notes 
indebtedness have been cancelled. Following 
the mailing of the January 1 coupons it is ex- 
pected that the remaining notes will be turned 
in, as the offer in equivalent to a premium of 
practically 144% above the money market for 
such securities. 

The United Fruit has no right to call in 
whole or part of its notes, but the offer will 
undoubtedly prove sufficiently attractive to 
bring about the same results. From the gen- 
eral funds, cash has been set aside to provide 
for the full retirement. With the notes out 
of the way, there will be nothing ahead of the 
$50,000,000 United Fruit ‘stock. 





WESTINGHOUSE ELECTRIC 


Business Little Affected by Government 
Cancellation 


Until the present date cancellations of this 
company’s Government contracts has involved 
an inconsiderable amount of money. Only shell 
contracts were affected, and these were so 
nearly completed that their annulment did not 
appreciably lessen gross in the current business 
year. 

Large peace business is in sight for West- 
inghouse. Big railroad orders with electrifica- 
tion work in progress are coming in and pub- 
lic utility corporations are expected to enter 
the market when conditions governing their 
financing show improvement. 

Westinghouse has $15,000,000 notes maturing 
February 1, 1919. These were sold to provide 
funds for plant extensions and improvements. 
The company has a working capital of $53,- 
318,257 as of March 31, 1918, and officials 
stated that the notes could be paid off in cash 
without the slightest embarrassment. 


WILSON & COMPANY 
25 Year Sinking Fund Bonds Offered 


A syndicate has announced the offering at 
98% and interest to yield about 64%% of $5,- 
000,000 of this company’s first mortgage 6% 
twenty-five-year gold sinking fund bonds, new, 
series A, dated April 1, 1916 and due April 1, 
1941. The amount authorized is $25,000,000, 
outstanding in the hands of the pyblic, includ- 
ing this issue, $20,080,000. It is announced 
that applications will be made to list the bonds 
on the New York & Chicago Stock Exchange. 


CUBA CANE SUGAR 
Poor Earning Statement 


An exception to the upward tendency 
shown by the prices of the food stocks in 
Cuba Cane. Friends of the shares were 
responsible for statements that earnings 
would be well over $5 per share; some pre- 
dicting as much as $8. On these statements 


some stock was distributed, but not enough 
to lighten the load. Earnings last year 
were $1.40, compared with $7.50 a year ago. 
In time this company may be able to earn 
sufficient to put an equity behind the com- 
mon, but with the ey. that the beet 
raising countries of Europe will be able to 
cultivate their sugar lands to a large extent 
next summer, and certainly in full during 
the season of 1920, the outlook for Cuba 
Cane common cotld be brighter. 





SLOSS-SHEFFIELD 
Feels Effect of Readjustment 


Holders of Sloss-Sheffield are. somewhat 
discouraged at the course of its price, feel- 
ing that with the expected large demand 
for pig iron for reconstruction purposes. 
both here and abroad, it should do better; 
but, with Steel common, the market leader 
of the steel group, constantly declining, 
there is no resistance when offerings of the 
minor steel shares are made. Quite likely 
the company can continue its present divi- 
dend disbursements, with an extra probably 
in the early summer; yet until the tonnage 
situation is better, shipping facilities may 
remain so scarce as to retard deliveries. 
This appears to be one of the stocks that 
should reward holders who have a little 
patience. 


CRUCIBLE STEEL 
‘Plant Closed at Harrison, N. J. 


Announcement that Crucible Steel had 
closed down its Harrison, N. J., plant, 
which has been working wholly on Govern- 
ment orders, and that other of its mills had 
slowed down, awaiting the booking of new 
orders, had little effect on its market price. 
For a year little interest has been manifest 
in Crucible common, and this may account 
for the fact that such an announcement was 
received so coldly. Crucible has placed its 
plants in the best kind of condition out of 
its war profits, and this should be later on 
reflected in a better operating ratio. Its 
general line of products is something that 
will always be saleable when anything in 
the steel industry is in demand, consequently 
the stockholders in the company view with a 
little more equanimity the readjustment 
period than some of the other com- 
parties. 


i 


_ F. W. WOOLWORTH 
Sales for 1918 Equal $107,175,749 


December sales for the company were 
to $15,420,284 as compared with $14,591,520. 
The total sales for the year were equal to $107,- 
175,749, as compared with $98,092,258 in 1917. 
This is an increase of $9,083,491. 

















Public Utility 


These notes a record recent 
x are 6 record of TMENDATION. 


Notes 


FACTORS, and are not to be regarded 
to purchase or sell 





BOSTON ELEVATED RAILWAY 
What An Increased Fare Can Do 

That Public Utilities can operate if a “living 
wage” is granted is shown by the Boston Ele- 
vated report for the first twenty days in De- 
cember. In that period, pas er receipts under 
the 8-cent fare, totaled $1,449,469 against $1,- 
072,534 for the corr ding twenty days of 
1917, during which period the fare was 5 cents. 
This is an increase of $376,935 or 35.1%. There 
is every indication that this increase, in pro- 
portion will be maintained throughout the year 
and on this basis, the property can show a 
fair return on the investment. The Boston 
Elevated had as difficult a time as is now being 
experienced by the New York Tractions in 
obtaining an increase in fares. The property 
is being operated under a trustee-ship. 





CITIES SERVICE COMPANY 
Offers Attractive Debenture Bonds 
The Cities Service Co. is offering a 7% Con- 
vertible Gold Debenture Bond at 100 and in- 
terest. This security is offered to the extent of 


$10,000,000. They are subject to the prior right 
of stockholders of record Dec. 31, 1 18 to sub- 
scribe at 100 and interest, until and including 
Jan. 25, 1919. The bonds are dated Jan. I, 
1919 and are due Jan. 1, 1966. 

The issue is callable in whole or in part at 
102 and interest. If called before, on, or after 


Jan. 1, 1921, holders will be gi the right to 
convert after proper notice advertisement. 
Under the conversion p ivilege each $1,000 


principal amount series C debenture is con- 
vertible on and after Jan. 1, 1921, at option of 
the holder into nine shares of pfd. and one 
share of common stock of the Cities Service 
Co., t er with the accumulated cash and 
stock idends on one share of the common 
stock from Jan. 1, 1919, to date of conversion. 

The notes are a direct obligation of the 
Cities Service Co. 

A movement for municipal ownership is un- 
der way, but is not taken seriously in traction 
circles there. 


NORTHERN STATES POWER 
COMPANY 


Dividends Prospects Remote 

While the latest earnings statement available 
shows that the gross earnings are larger than 
pts mR mag cog By Rms 9 
expects to make use of its surplus funds at the 
payment of preferred dividend to build up its 
cash reserve and for new construction. If this 
attitude is taken, stockholders are not likely to 
receive a disbursement for a year at least. 
A... the owaies months ended Mar 31, 1918, 

e company showed net earnings o 

Se ae tet for the fiscal year 

1917 and $3,341 for 1916. 


Should earnings continue at the same rate as ~ 
for the first ten months of 1918, the company 
should earn a 7% dividend on the common, 
with a small margin to spare. 





COLUMBUS RAILWAY POWER AND 
LIGHT COMPANY 


Minority Stockholders Blame Mismanage- 
ment 


Minority stockholders of this company have 
filed a petition in the Court of Common Pleas 
ing for an appointment of a receiver, claim- 
ing $9,000,000 amages, alleging mismanage- 
ment of the property. One of the causes of 
complaint was that the company was oop 
eight tickets for 25 cents and on this basis o 
os business, large operating losses would be 
shown. 


MASSACHUSETTS GAS COMPANIES 
New England Manufacturing Company to 
Liquidate 


Having either cancelled or completed all of 
its contracts, this company intends to liquidate 
its business. Massachusetts Gas Companies 
owns 473%4% of the $250,000 capital stock. 
After all debts are paid it is likely that it would 
be possible to pay a dividend in liquidation of 
from 105% to 200%. The company, in 1917, 
paid dividends aggregating about 330% on its 


stock, but for profits were used to buy 
Libe Bonds, certificates of indebtedness. 
New land Manufacturing Company own 


about $1,000,000 of Government securities. If 
the co y should declare a 200% liquidation 
dividend, Massachusetts Gas Companies will 
receive 000 and $178,125 in place of their 
150% dividends. 


PACIFIC GAS & ELECTRIC COMPANY 


Strong Cash Position 

a ps the 1919 year with a net working 
capital of close to $7,000,000 and no floating 
debt, this company is in an enviable cash posi- 
tion. Ordinary capital expenditures for sev- 
eral years, if necessary, can be carried and the 
company can choose its own time for selling 
securities. 





PUBLIC SERVICE RAILWAY 
November Gross Increase 16% 


The gross for November, 1918, was $1,891,- 
000, as ee with $1,485,000 in the same 
month in 1917. This increase was caused by 
increase of fares from 5 cents to 7 cents and 
1 cent for a ‘transfer. Starting with April 1, 
1919, will reduce its 7 cent fare to 6 cents. 
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Big Days Ahead 


for Oil Industry 


Major Companies Plan Extensions—Ranger Field Big 
Find—Price Decline Temporary—Future Bright 





By R. L. HARRIS 





O-INCIDENT with expanding 

market activity for oil securities, 
Neere) the trade itself is rapidly adjust- 
=== ing its operations from a war to 
a peace basis which, in the case of oil, 
spells preparation for increased rather 
than decreased activity. As _ security 
markets are usually six months ahead of 
developments in the industry which the 
securities represent, it should be less than 
six months when we find the oil industry 
prosperous as never before. 


In addition to plans of colossal magni- 
tude by the major oil companies for fu- 
ture business, actual working out of these 
plans are now becoming apparent, drill- 
ing is being carried on apace, refineries 
are being constructed, old fields are being 
extended and new fields opened up. 


Although large contracts for aviation 
gasoline and gasoline for motor trucks 
have been cancelled, and its manufacture 
- curtailed to a certain extent, there has 
been no cancellation for export orders for 
this class of gasoline. In this connection, 
it must be borne in mind that while a 
reduction is expected eventually, our 
armies are still on the move and the 
motor transport division will consume 
large quantities of the fluid before op- 
erations altogether cease. In any event, 
the big export sellers are contracting with 
the refiners for gasoline and kerosene to 
be delivered egg em the coming year 
at present prices. Foreign peace markets 
for gasoline have been reduced to near 
the zero mark during the war and com- 
panies which have marketing organiza- 
tions abroad are active bidders for the 
products at prevailing prices taking no 
chances on lack of supply later on. 


The North Central Texas Field 
An interesting phrase of the oil situa- 






tion has developed by the bringing in of 
the North Central Texas fields. St is a 
well known fact that despite the most 
active drilling operations in the history of 
the American oil industry, which brought 
an increase to the country’s production of 
10,000,000 bbls., consumption has been 
so heavy that the stocks at the beginning 
of October, 1918, were 10,000,000 bbls. 
less than they were at the first of the pre- 
ceding year. Statisticians reported dur- 
ing the summer, that even on the basis of 
normal consumption, unless a new source 
of supply was opened up, a crude oil 
shortage would result, sending the price 
of refined products to prohibitive levels. 
In every industry, a scare periodically 
crops up and unfortunately a scare of this 
kind usually frightens timid consumers 
into contracting for the product at high 
prices. So far a source of supply has al- 
ways been uncovered in the nick of time. 


The oil trade thinks that it has found the 
solution of its problem in the opening up 
of the North Central Texas fields. The 
Ranger field, now credited with a daily 
capacity of 20,000 bbls., is said to be able 
to reach the 100,000 bbl. mark easily. 
The Texas & Pacific Coal & Oil Co., 
when it is able to overcome its transpor- 
tation difficulties, could open wells, now 
on top of the sand, giving it a daily pro- 
duction of 30,000 bbls. The prairie Oil 
& Gas Co., another large operator in 
this field, has a potential capacity of from 
12,000 to 14,000 bbls. This field is only 
a part of the great North Central Texas 
oil area and its possibilities for develop- 
ment are large. The oil produced in the 
Ranger field is of the best lubricating 
stock and is a high grade paraffin base 
petroleum. Oil men place the discovery 
of this new field as one of the most im- 
portant in the history in the American 
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oil industry, but while the prospects for 
a large yield of high grade crude from 
this new field are good, the oil trade does 
mot expect a condition of over-production 
such as followed the opening of the Cush- 


tion for the present, are unanimous in 
their opinion that a decline in prices can 
only be temporary, and that when normal 
peace activities are resumed, the oil in- 
dustry will be confronted with the great- 











RESURFACING AN OLD MACADAM ROAD IN MARYLAND 





ing pool. It will take a long time to de- est demand in its history. The best view 
velop this field to its fullest extent and of the situation maintains that the peace 
transportation facilities is the big consumption will offset the loss of strictly 





problem. war arg ea thereby neutralizing the 
as . situation for the present and that such 
Decline in Prices Temporary factors as increased demands from auto- 


Here and there, oil men voice the 


mobiles, farm tractors, oil burning mer- 


opinion that declining prices will set in, chant vessels, road oiling, etc., will soon 


due to the abrupt secession of the war create a revision upward in activity and ~ 


demand. But even those who advise cau- prices. 





“LIBERTY FUEL” 


In reply to a telegram from THE MaGazINE oF WALL STREET requesting an 
opinion regarding the merits or commercial importance of “Liberty Fuel,” the 
Bureau of Mines stated that some laboratory tests, to determine the compe- 
tition of the products, has been made, but the fuel had not been tested in an 
engine, owing to the reluctance on the part of the inventor to furnish in- 
formation concerning the materials used and the method of manufacture. 

The fuel was turned over to the Bureau of Standards, and a series of 
engine tests for the purpose of comparing it with the commercial and avia- 
tion gasolines was made. The results obtained showed that the fuel had a 
slightly higher thermal efficiency and developed a little more power than 
gasoline, but that a larger carbon deposit on the spark plugs was made. The 
fuel has the added disadvantage of starting to crystalize at +14° F. The 
Bureau further advised that extensive tests on fuels of similar nature has 
been made, but the marvelous results claimed in the press, notices did not 
develop. Tests by the Buréau of Standards do not show that the fuel is at 
all exceptional in its behavior. 

eee 




















Island Oil—An Infant Mexican Petroleum 






Second-Great Gusher Removes All Doubts as to Company’s 
Future—Development Plans—Potential Earning 
Power—How Metropolitan Petroleum Has 
Benefited Through Island’s Expansion 





By BENJAMIN R. STEELE 





N our August 31 issue appeared 
, an article discussing the merits 
Gene) Of the Island Oil & Transport 

Co. Our conclusion and clos- 
ing sentence was: “Taking the most 
conservative view possible, it would 
seem. that for a long term investment 
the stock offers possibilities of an un- 
usual character.” 

There were those who believed that 
in this particular case we had departed 
from our rules of conservatism and 
were too enthusiastic in regard to this 
property. Developments since that 
time have proved that we rather under- 
stated than exaggerated. Further in- 
vestigations leads us to the conviction 
that in comparing the present Island 
Oil Co. to the Mexican Petroleum Co. 
of a decade ago, we are guilty of no 
hyperbole. Island Oil is now follow- 
ing, with an interesting degree of close- 
ness, the stages of development fol- 
lowed by Mexican Petroleum. Like 
Mexican Petroleum the Island Oil 
Company has passed definitely out of 
the speculative stage. Its supply of 
raw material—oil, is definitely as- 
sured and its financial backing ade- 
quate. For some time it has appeared 
to the writer that from now on the 
company’s chief problem will be that 
of transportation, i. e., getting its out- 
put to market. Otherwise it should 
follow an orderly course of develop- 
ment which should enable it to con- 
stantly increase its earning capacity 
and corporate assets. 

Lot No. 162 

The great event that definitely re- 
moved all existing doubts as to the 
future of Island Oil was the coming in 
of the great gusher (see map herewith 
in the Cuinnmiba district on lot No. 162. 
Fortunately the well blew “clear,” that 
is, the geyser of oil which burst from 
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the earth’s depths carried up the bor- 
ing tools and spread them over the 
landscape, and the well was speedily 
capped to await the coming of a pipe 
line. This well assured to Island Oil 
a daily output of approximately 180,- 
000 bbls. from its two wells which is 
far in excess of the company’s present 
transportation facilities. 

A glance at the map herewith shows 
that Island has by no means exhausted 
its possibilities in this district which is 
one of the most prolific of the Mexican 
oil bearing territory. From the com- 
pany’s old well on Lot 9 (No. 1) to its 
last well on Lot 162 (No. 6) is not 
more than about 2% miles and a 
straight line drawn between those two 
points bisects the lot (No. 2) where the 
Transcontinental Oil Co., controlled 
by Standard Oil interests brought in 
a 50,000 bbl. well a few days ago. Less 
than half a mile away on Lot 169 
Island Oil is drilling (No. 3). This 
well is already down 2,000 feet and is 
expected to strike oil bearing sands 
at approximately 2,100 feet. Island, by - 
the way, controls more than a half in- 
terest in the section where the Transcon- 
tinental company recently brought in the 
50,000 bbl. well. 

To the south a little more than half 
a mile away lies the great Juan Casiano 
well (No. 5). This is the second 
largest of the Mexican Petroleum 
wells and from its birth in 1909 to date 
has produced upwards of 90,000,000 
bbls. of oil and is still going strong. 
Noting the Island pees. as in- 
dicated on the map, the reader will per- 
ceive that these territories have 
scarcely been scratched and it must be 
remembéred that the holdings in this 
district represent but a fraction of the 
total of the company’s holdings in 
Mexico, Colombia and Cuba. 
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In Cuba the company is drilling two 
wells about twenty miles south of 


Havana and in the Republic of Co-' 


lombia the company has leased 900,000 


acres of land in the district where the 


Carib Syndicate brought in a big well. 
Some oil experts are of the opinion 
that the Colombian holdings will prove 
to be the most valuable properties owned 
by the company, although for the time, 
at least, Island Oil’will probably de- 
vote most of its energies to the de- 
velopment of the Mexican properties. 


Production and Earnings 

Island Oil has $3,000,000 first lien 
collateral 7%@ gold notes due Septem- 
ber, 1920, outstanding and $1,500,000 
2% year 7% gold notes due on the 
same date. This makes its annual in- 
terest charges $315,000. There is a 
$5,000,000 issue of ten-year 6% gold 
convertible debentures due March, 





Pe 


RUNNING THE PIPE LINE OUT TO SEA 





1927, all of which are pledged to secure 
the company’s notes. 

The authorized stock issue totals 
$30,000,000 of which $22,500,000 is out- 
standing and $7,500,000 is reserved for 
the conversion of the notes. 

In December, Island Oil shipped 
580,000 bbls. of oil of which a part was 
sold at the seaboard directly from its 
pipe line and a part was shipped to 
Texas in the company’s own tankers 
and barges. The present rated capac- 
ity of the 8-1nch pipe line is 600,000 
bbls a month but by the installation 
of additional pumps already purchased 


° 


the capacity will be increased to 900,- 
000 bbls. 

The company’s present plans call for 
the construction of another pipe line 
so that by the end of another six 
months or so, the capacity should be 
around 1,500,000 bbls a month or in 
the neighborhood of 13,000,000 bbls per 
annum. 

A word about costs. Island oil sells 
its product at its loading station on the 
coast of Mexico for approximately 45 
cents a bbl. Oil delivered in Texas by 
the company fetches $1.25 a bbl. It is 
estimated that the costs of delivery at 
the seaboard including operating and 
administration expenses, . interest 
charges and taxes, is not over 15 cents 
per bbl., leaving a net profit per barrel 
of approximately 30 cents. Costs on oil 
shipped to Texas are about as follows: 
freight, 12c; pipeline, 6c; taxes, 12c; 
and overhead about 10c per bbl. This 
makes a total cost of 40c or a net 
profit of 85c per bbl. At the pres- 
ent time Island is averaging about 60c 
per bbl. on both classes of deliveries. 
Lopping another 10c to care for de- 
velopment expenses and also to be 
ultra-conservative, and allowing Island 
only 50c per. bbl. profit and: the com- 
pany on an output of 13,000,000 bbls. 
per annum would net $7,500,000 or up- 
wards of 32% on its present outstand- 
ing stock after interest charges. 

The reader must remember that these 
figures are but estimates based on 
known conditions existing at present 
and that it will take some time to ar- 
rive at a realization of them. 

But the reader must also remember 
that these figures take into no account 
any further development of production 
which seems very near at hand nor the 
very considerable plans for intensive 
development which the management is 
now working out and which will en- 
able the company to obtain a much 
better price for its products. 

For instance, the management has in 
mind the acquisition of transportation 
facilities which will enable it to lay 
down its oil in New York where it 
could now. be sold at approximately 
$2.00 per bbi. Again, the erection of a 
“splitting” plant in Mexico, i. e. a plant 
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which separates the crude from the 
kerosene and gasolene, will greatly in- 
crease profits per unit of output. 


The writer well recalls a decade ago 
when the Mexican Petroleum Co. was 
passing through just such a develop- 
ment stage, issuing bonds to build pipe 
lines, topping plants, storage tanks and 
to secure a merchant marine. At that 
time the stock of the company was 
selling in the 50s. Said a banker in- 
terested in Mexican Petroleum financ- 
ing: “Mexican Petroleum stock is 
worth $200 a share.” That remark 
seemed unwarranted and fantastic at the 
time but events have justified the pre- 
diction. Without desiring to draw 
an exact analogy with Mexican Pe- 
troleum, which would be a futile thing 
to attempt, the writer does not hesitate 
to repeat with renewed emphasis his 
former opinion to the effect that Island 
Oil today, is an oil proposition of un- 
usual possibilities. 


The Metropolitan-Island Situation 


The recent developments at the 
Island properties make a very interest- 
ing angle to the Metropolitan Petro- 
leum-Island Oil situation. It will be 
recalled that the former company id 
suing Island for the possession of the 
big well on Lot 9 (No. 1) which they 
allege was unlawfully sold to Island. 
The bone of their contention is, of 
course, that Island did not pay enough 
for the properties it acquired from 
Metropolitan. 


At the time the disputed sale took 
place Metropolitan received 240,000 
shares of Island stock for certain 
properties and leases. Metropolitan 
stock was then selling at about 60c 
per share or a total market value 
for the company entire capital stock of 
less than $300,000. Through the de- 
velopments on the Island property 
the stock of Island is now selling at 
$8 per share which gives a market valu- 
ation to Metropolitan’s Island holdings 
of nearly $2,000000. The Island stock 
in the Metropolitan treasury is sub- 
ject to $1,000,000 debentures held by 
Richmond Levering. ‘Those in closest 
touch with Island affairs express the 


opinion that Island stock would be 
selling considerably higher if it were 
not for the litigation with Metropoli- 
tan Petroleum. Estimates of its actual 
worth “ex-litigation” run from par 
($10) to $20. 

In spite of constantly reoccurring 
rumors the Island interest have re- 
peatedly stated that no “settlement” of 
the litigation will even be considered 
and that the Metropolitan interests 
have only the choice of withdrawing 
their action or carrying it to the bitter 
end. 

It is not only probable but extremely 
likely that a withdrawal of the suit 
would immediately advance Island to 
at least $10 per share. This would in- 
crease the market value of Metropoli- 
tan’s Island holdings to $2,400,000. 
With this they could pay off their de- 
bentures and have the equivalent of 
$1,400,000 in their treasury with which 
to. go ahead with development of their 
property. With that money Metro- 
politan could either drill or purchase 
producing wells in Mexico and start 
business as an oil producer. 

The alternative is several years of 
expensive litigation with consequent 
depletion of assets and a prospect of 
defeat. If Metropolitan really means 
to become a going concern it should 
start now and not wait until other 
companies in the same field have hope- 
lessly outdistanced it. 

The burden lies on the shoulders of 
the Metropolitan management of de- 
ciding whether to seize the substance 
or continue to grasp at the shadow. 


Personal animus should play no part 
in such an important matter. The 
Metropolitan stockholders are entitled 
to express their opinion and should do 
so unmistakably as to whether they 
wish to stake their all on litigation 
whose success, looking at the matter 
in the most optimistic light, must be 
regarded as exceedingly doubtful, or 
whether they desire to receive the im- 
mediate substantial benefits which 
may be obtained and which would give 
their company a real future. 
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Petroleum Bonds of Worth 


This Oil Age—Characteristics of Good Petroleum Bonds— 
Some Leading Issues 





By MEREDITH C. LAFFEY 





Petroleum Age. The demand 

for fuel oil, gasoline, and other 
products derived from petroleum has 
been growing tremendously, and, while 
the needs of war have greatly stimulated 
this demand, the extraordinary develop- 
ment of the utilization of oil for the 
normal, peaceful pursuits of life will 
probably allow little, if any, diminution 
of the world’s requirements. A moder- 
ate let-up in the demand would merely 
allow stocks to be replenished, and un- 
less permanent would probably have little 
effect upon profits. 

When Standard Oil was practically the 
entire petroleum industry in the United 
States, the oil bond was an almost un- 
known type of security, as the Standard 
Companies utilized only the stock form 
of capitalization. With the rise of the 
independent producer to a position of im- 
portance in the industry, bonds were 
gradually introduced, until we*now find 
quite a selection of. such issues available 
to the investor. The oil bond is not, 
however, the time tested, thoroughly sea- 
soned, issue that many of our rails, in- 
dustrials, and utilities are. It ranks, in 
fact, with mining bonds, in that the prop- 
erty behind it is being depleted constant- 
ly, and will eventually reach the vanish- 
ing point. 

The buyer of an oil bond is entitled, 
therefore, to a somewhat larger than or- 
dinary return. He must remember also 
that, with the exception of convertible 
issues, he can not share in any extraor- 
dinary prosperity of the issuing com- 
pany, because of the fixed rate of interest 
upon bonds, and he has, therefore, no 
offsetting factor justifying the assump- 
tion of unusual risk. In view of their 
liberal return and, as a practical matter, 
occasional high degree of safety, oil 
bonds are suitable for inclusion, in mod- 
erate amounts, in diversified investment 


HE present has been referred to, 
YT and with good reason, as the 


lists, but their selection should be made 
with great care, and some points par- 
ticular to this type of security should be 
determined before purchase. 


Characteristics of Good Oil Bonds 


In the first place, the maturity should 
be relatively short, so that the issue will 
fall due before there is danger of any 
serious decline in the value of the pledged 
property. There should be either serial 
payments of principal, or, in the case of 
issues of medium maturity, a large sink- 
ing fund which will reduce the debt 
roughly in proportion with property de- 
pletion, or faster. 

The ordinary margin of safety, i. e., 
charges earned say two or three times, 
is only mediocre protection, having re- 
gard to the speculative character of the 
business, and a higher degree of protec- 
tion in earnings should be expected. A 
company which not only produces the 


“crude, but which refines and distributes 


it, is usually in a better position shan the 
ordinary independent producer, for the 
latter must sell his crude to a refiner, 
and the latter may be loath to receive 
outside oil at times when the demand is 
slack and he has all he can do to sell his 
own output. The demand is now so great 
that this is not a practical present distinc- 
tion, but it might prove so when, and if, 
increased production, smaller demand, or 
both, reverse conditions. 

In the accompanying table, a list is 
given of some of the more prominent oil 
bonds and notes. 

Texas Company CONVERTIBLE 68 were 
put out eight years ago, and are one of 
the largest, most generally known, and 
best of all of the issues mentioned. The 
amount issued was $17,000,000, but the 
sinking fund which began at 2% i in 1915, 
and which works up to 10% in 1927, 
has retired about $2,500,000 and will 
make heavy inroads into the issue in 


future. Texas Company is primarily a 
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refining, transporting and marketing con- 
cern, and has built up a business which 
produced net income after all charges 
equivalent in both the years ended June 
30th, 1917 and 1918, to more than the 
funded debt. Net working capital on the 
latter date was $98,015,443, or six times 
the debt. This issue has all the elements 
of a high grade investment. 

Srncitarr Orr & Rerininc Corpora- 
TION is one of the big Mid-Continent 
producers and has extensive facilities for 
refining and marketing its production. 
Though in business for less than three 
years, the concern shows large earni 
power. In the year to June 30th 1917, 
it made net of $7,484,890; in 1918 net 
was $5,533,857. The first lien 7s are 
due August 1, 1920, and amount to $18,- 
900,800, or slightly more than the Texas 
Company issue, though profits.run only 





of $10,000,000 Series C debenture 7s, 
offered this month. The older series is 
convertible into $80 of preferred stock 
and $20 of common, stock for each $100 
of bonds, a privilege of immediate value. 
The new bonds are convertible into $90 
of preferred and $10 of common stock. 
The convertible feature promises to re- 
tire a large portion of the issues by matu- 
rity, and the total amount is, moreover, 
comparatively light for a concern earn- 
ing at the rate of about $21,000,000 net 
annually. They should command good 
prices merely as straight debentures. A 
continuation of the popularity of oil 
stocks may materially advance the value 
of these bonds. 

Citres Fuet anp Power ComPANy, a 
subsidiary of the Cities Service Company, 
which guarantees its bonds, has out- 
standing $8,507,000 7% notes, due De- 





THE PRINCIPAL PETROLEUM BONDS AND NOTES 


Texas Co. Convertible 6s 


Sinclair Oil Corporation First Lien 7s 
Cities Service ba er a 7s 


Union Oil of Calif 


Crew Levick Company 
Pierce Oil 


Cities Fuel and Seer. Co. Collateral 7s.. 
Cosden and Company ee ap 

Corporation Conmertibia é: 
Island Oil and Transport Corp. 7s..... 


Maturity Price Yield 

Saas 1931 102% 5.70% 
Be calle 1920 100 00% 
are 1966 120 5.70% 
ale 1931 94 5.65% 
1919 100 7.00% 

hee 32 85 7.85% 
waa 1931 97 6.30% 
boxe 1924 92 8.00% 
> cae 1919 80 eer 





one third or one fourth as large. Divi- 
dends were suspended in May 1918 to 
conserve cash resources, following a poor 
March quarter. In the June and Decem- 
ber quarters, however, net income ran 
about $2,500,000 each, so that the com- 
paratively small working capital of 
$5,362,898 shown in the last report 
should be improved. If much of the 
profits are devoted to additions to prop- 
erty, it appears that a portion of the 
notes will have to be re at ma- 
turity, though it will be possible, provid- 
ing the conservative dividend policy is 
continued, to retire a substantial amount 
from profits, according to present indi- 
cations, 

Crrtes Service was originally a utility, 
but is now primarily an oil concern, and 
a most successful one. Its direct funded 
debt is made up of $9,000,000 convertible 
Debenture 7s "Of 1966, and of an issue 





cember 1, 1919, which is the earliest ma- 
turity of any bond in the list. They are 
secured by $16,750,000 bonds of oil and 
utility subsidiaries, and also. by subsidia- 
ry stocks. The sinking fund provides 
that 50% of the net earnings after fixed 
charges shall be appropriated quarterly 
for retirement of these notes. As 
$1,493,000 were retired in three quarters 
of a year, profits must be running at the 
annual rate of about $2,000,000. The 
Cities Service guarantee is valuable, and 
affords additional protection. 

Union Orr Company or CALIFORNIA 
5s of 1931 are an excellent bond and rank 
about with the Texas Company 6s. They 
cover by mortgage the real property of 
the company, mineral ri eh subsidiary 
securities, etc. Union Oil has about 420 
producing wells in California, refines its 

products, and markets them throughout 
the Pacifie Coast. Though this issue is 
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of fairly late maturity, the outstanding 
amount is only $8,943,000 against income 
after charges and depreciation in both 
1916 and 1917 nearly equal to the amount 
of bonds. The graduated sinking fund 
now calls for about one fifteenth of the 
issue annually. Over $4,000,000 have 
been retired to date. 

Cospen & Company operates in Kan- 
sas and Oklahoma. Its debt comprises 
three issues, the principal one of which 
in the 6% convertible bond, put out in 
two series, one of which is convertible 
into stock at $15, and the other at $13.50, 
as compared with a market value of $7 
per share. The sinking fund calls for 
5% of the bonds issued, or 20% of net 
earnings, whichever shall be the larger. 
In 1917, the company earned $3,745,783 
net after depreciation, which gives only 
a moderate ratio of earnings to debt, in 
view of the generally large profits in oil 


TEXAS COMPANY 


Gross ting 
Earnings — 
$11,231,655 $ 2,719,398 

14,529,541 3,433,250 
25,882,864 12,044,219 
25,924,405 7,752,459 
26,391,745 
37,708,383 
54,339,050 
80,260,633 
in that year, and the net working capital 


Years 
Ended 

June 30 
1911 
1912 
1913 
1914 
1915 
1916 
1917 
1918 


8,024,692 
15,746,733 
22,907 
34,873,402 


of $3,372,827 is likewise only moderate - 


in proportion to the debt. 

Crew Levick Company is another 
Cities Service subsidiary, though origin- 
ally organized in 1862, The property 
consists of wells in Pennsylvania, Ohio 
and Oklahoma, three refineries, tank cars, 
pipe lines and seventy distributing plants 
in the east and at Liverpool. These bonds 
amount to $3,047,700, the 5% annual 
sinking fund having retired $328,300. 
The security is good, embracing a first 
lien on the entire property. The com- 
pany’s long and successful record con- 
tributes to the standing of the bonds. 

Tue Prerce Ort Corporation is suc- 
cessor to the: Waters Pierce Oil-Com- 
pany, an old Standard subsidiary, and to 
the Pierce-Fordyce Oil Association. The 
old Waters Pierce Company was a dis- 
tributor of petroleum products as far 


back as 1855, and the new corporation 
has continued this business in half a 
dozen middle western and southwestern 
states, through more than a thousand dis- 
tributing stations. Producing and refin- 
ing facilities have been expanded recently 
until the company’s properties embrace 
129,000 acres of oil lands, four refineries, 
pipe lines, tank cars, and steamers 

Of the founded debt of $13,695,144, 
the chief issue is the 6% convertible 
debenture of July 1, 1924, which is pay- 
able at maturity at 105 and is outstand- 
ing to the amount of $9,405,800. The 
annual sinking fund of $200,000 (2%) 
has retired about $600,000 of the bonds. 
The security consists of all of the certi- 
ficates of interest in the Pierce-Fordyce 
Oil Association. 

The convertible privilege carries the 
right of exchange into stock at par ($25) 
but is of potential rather than immediate 
value as the stock is now about 19. Prof- 
its were rather ordinary until the present 
year, when they ran at the rate of five 
times interest charges for the first nine 
months. No dividends have ever been 
paid, so that the undistributed profits are 
building up a good surplus. 

Istanp Or. & Transport Corpora- 
TION is but two years old, but has ex- 
tensive properties in Cuba, Colombia and 


‘Mexico. Title to a very valuable portion 


of the Mexican property is a subject of 
litigation with the Metropolitan Petro- 
leum Company, which introduces an ele- 
ment of uncertainty into the value of 
Island Oil securities. The properties are 
already producing and shipping oil on a 
large scale, however, and the prospects 
appear generally good, barring the loss 
of the suit, though the bonds can not be 
regarded as yet as a thoroughly seasoned 
investment. The provisions of the issue 
of $3,000,000 7% Notes due September 
1, 1920, contain a sinking fund of five 
cents per barrel of oil sold. With a 
single well producing thousands of bar- 
rels a day, this fund will mount up quite 
rapidly and should retire a sizable frac- 
tion of the issue by maturity. . 

The accompanying table of the gross 
earnings and operating profits of the 
Texas Company is fairly typical of the 
recent growth of the oil industry, 





The Searchlight 


(On the Curb Oils) 





By “QUIZZ” 





HE writer is sometimes asked, 
“Which of the oils do you like, 
which would you buy, which 
would you sell, and for how 

much ?” 

A comprehensive answer, if such were 
possible, would be, “I like ’em all, and 
would sell ’em as dear as possible.” If 
the writer were accused of having a 
somewhat cosmopolitan taste, his defense 
would be that some people prefer apples, 
others like tomatoes, while still others 
might consider both an abomination. 

This difficulty may be better under- 
stood when it is considered that the ad- 
visor is very much in the same position 
as a doctor who is asked to diagnose a 
disease and prescribe a remedy, without 
knowing much of the patient’s condition, 
his ability to assimilate certain desirable 
but strong potions, or even the patient’s 
personal whims—which every good phy- 
sician takes into consideration. 


The Editor of Tae MaGazine oF 
WALL SrTREET some time ago pointed out 
in strong terms in one of his causeries 
the necessity for an investor to do his 
own thinking. The advice was not given 
with the object of shifting the respons- 
ibility, but with a just ition of the 
facts: No two investors in the world 
are surrounded y enpen similar sets of 
~ircumstances. is conserva- 
tive and the other the reverse, so that a 
recommendation to buy Mexican Petro- 
leum preferred or Central Petroleum pre- 
ferred, while they are desirable invest- 
ments, would “fall flat” on the spec- 
vestor who wants excitement. If we 
were to s to the latter Texas 
Pacific Land Trust Certificates, Mexican 
Petroleum, Royal Dutch, or such ultra- 
sensational issues like Carib Syndicate, 
Texas & Pacific Coal & Oil or Houston 
Oil, we realize that the ion would 
be acceptable—so long as these stocks 
moved upward. 


But the intended purchaser might be 
making margin commitments, or be un- 
able to hold through a 10, 20 or 50 point 
drop. The advice to purchase would 
then have been not only harmful, but 
pernicious. 

The wide movements in Mexican Pe- 
troleum during recent months, from par 
to 145, then to 192, and backward and 
forward between 150 to 195 level, might 
have nothing in common with intrinsic 
values, but it has a definite bearing on 
the investor’s peace of mind and safety 
of pocket. It may safely be assumed 
that more money has been lost than 
gained in these fluctuations, and the real 
beneficiary is the investor who bought 
around par—a price then adjudged to be 
a fair value—and held his stock in the 
belief that his first idea in purchasing 
was the correct one, and that nothing 
intervened to change the original plan. 

Hence the advices given by the writer 
in these articles, or by THz MAGAZINE 
or WALL STREET’s investment services is 
on the assumption that the recipient after 
making up his mind that a selected issue 
is desirable, is going to purchase and 
hold regardless of intermediate fluctua- 
tions, for more complete development of 
the properties concerned. The selling 
point can only be where the stock is 
selling above its intrinsic value, or where 
the purchaser is ‘satisfied to take his 
profit and look for another opportunity. 


It is the wrong for the investor, in the 
writer’s judgment, to sell with the ob- 
ject of repurchasing at a lower level, as 
not even the most expert judge of the 
market who spends all his time in Wall 
Street can tell accurately where the “low 
level” begins or the high price is reached. 
His judgment is liable to alteration in 
one hour anyway. Any one who tries 
to trade in and out of his securities is not 
an investor, although he may be justified 
in taking an interest in the market move- 
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ments for the purpose of ing an idea 
of the general investment opinion of his 
particular security. 

The investor must truly think for him- 
self, and after looking over the whole 
field, decide in conjunction with his 
means and requirements, not only what 
he will do now, but how he will act later 
if his favorite goes up or down very 
considerably. 

The writer is prompted to discuss the 
oils from this angle because of a recent 
inquiry, “I bought Island Oil at 3%, it 
has gone up to 8 and might decline, so 
I’d better get out and repurchase lower. 
Should I do this, and at what price should 
I purchase?” We wish we could be so 
prophetic as to answer this inquiry with 
an accuracy that would be sixty per cent 
right. It would not only give us personal 
satisfaction but mutual profit, and we 
know that such wizardry would ultimately 
preclude the expert from having time to 
attend to the investment commitments of 
other people. 

THE MaGazine oF WALL Street has 
the time and resources to give the inves- 
tor the correct facts, also the way a par- 
ticular security is regarded by the best 
posted experts, responsible banking and 
brokerage houses not financially inter- 
ested, late developments and similar infor- 
mation. In some cases it can speak with 
reserve of the apparent technical position 
of the stock, but neither THe MAGAZINE 
oF WALL Street, nor the writer, nor 
even the so called “insiders” can say with 
assurance, “This stock has advanced 5 
points. It should or must decline, and 
can be rebought about 1 or 2 points 

wn.” Even if the advice is backed up 
with the best available facts and technical 
talent to judge the market, it is at best 
an opinion which cannot hold good long 
after the advice is given. 

How does the advisor stand when after 
having conscientiously stated that the 
stock in question looks technically “t 
heavy” at the time of writi d might 
be sold for the time being with the view 
to repurchase, the company concerned 
should receive a cable that night that 
another gusher well has been brought in. 
Suppose outside interests should decide 
after the close of the market, to purchase 
100,000 shares of the stock next day, 


based upon its longer-range investment 
worth? What if a Mexican workman 
celebrates his birthday unwisely but not 
too well, and drops a lighted torch by 
accident into that last er? Or sup- 
pose the gusher decides to spout - salt 
water? 

The advisor is not a seer, and even 
seers go wrong sometimes. The investor 
must think for himself. 

Thinking in Terms of Oil 

With the view to assisting the reader 
in setting his mental processes to work, 
it has been our aim to present certain 
facts relating to the oils in a number of 
special articles, and to apply these more 
closely by giving data and ratings in “The 
Unlisted Securities Guide.” The wide 
range of type, rating, dividend and non- 
dividend, high and low priced and a 
multitude of other facts must enter into 
consideration of the motive impelling a 
purchase or sale. 

Like mining securities, the assets be- 
hind an oil company are also liquidating 
themselves with every turn of. some 
wheel in the machinery, the only differ- 
ence being that a mining property usually 
has one main ore-body or perhaps two or 
three. An oil company owning extensive 
properties might counteract “exhaustion” 
by finding many other wells, even though 
the latter will in their turn cease to flow 
eventually, and cannot be replaced ex- 
cepting by a further new find. Hence, 
the amortization feature of a mining in- 
vestment, referred to in our last issue, is 
in a large degree present in all oil invest- 
ments. The reader who desires to “think 
in terms of oil” could profitably study 
that issue, and apply its suggestions to 

is present or intended oil commitments. 

In addition to the hazards and ad- 
vantages surrounding mining invest- 
ments may be added that oil of every 
kind is subject to extremely wide price 
changes every few years with consequent 
erratic variations in the earnings of the 


different companies. There is also ed 
rge 


ent the element of possible loss of 


wells by fire or other accident, which 


can hardly be covered by insurance. 
Hence the great majority of oil se- 
curities are specvestments. 
The general oil situation is covered 
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elsewhere in this issue. It is believed 
that interest in this group will be sus- 
tained for some time, and many good 
judges of the situation are enthusiastic 
regarding the evident Age of Oil im- 
mediately ahead. 


What to Buy Now? 


No Hamlet ever propounded a more 
momentous question than the one, “What 
oil shall I buy now?” The writer believes 
that there are several opportunities avail- 
able, although certain of the big “lead- 
ers” like Mexican Petroleum, Texas 
Company, the Texas Pacific issues, Pan- 
American, Royal Dutch and the prin- 
cipal Standard Oils have advanced 
sharply. 

Obviously, any stock that goes up can 
also come down, and the intending pur- 
chaser is advised to look over the quo- 
tations for last year given in the tabula- 
tion, and fortify his decision with ade- 
quate funds to protect himself inst 
declines. It is the writer’s belief that 
few of the best oil securities have dis- 
counted all their possibilities, but it would 


be unconservative to suggest buying on 
the a heavy advances, in spite of the 


fact that still more important advances 
are expected. 

Generally speaking, the best grade of 
preferred oil securities and bonds are 
about the safest for any one who cannot 
assume the risks attendant upon invest- 
ment in stocks which fluctuate substan- 
tially. These would include: 

Mexican Petroleum preferred. 

Central Petroleum preferred (divi- 
dend of 5% guaranteed by Texas Com- 
pany). 

Texas Company debentures. 

Cities Service preferred and debenture 
issues (more oil than utility). 

Pan-American preferred and bonds 
(controls Mexican Petroleum). 

Pierce Oil debentures. 

Galena Signal 8% preferred. 

Sinclair Oil bonds. 

Cosden preferred and bonds. 

Island Oil notes. 

Columbia Gas bonds (losing its iden- 
tity as a utility). 

Ohio Cities Gas preferred (more oil 
than utility and not much stock avail- 
able). 


California Petroleum preferred. 

This investment group is not proof 
against fluctuation, but the owner of 
these securities stands.to share in the an- 
ticipated prosperity of the industry 
without taking too much of a risk. 


The Unlisted Group 


The writer suggested certain unlisted 
oils in the “Searchlight” of December 
21, and although advances have taken 
place, the list being still attractive is re- 
peated for general information, namely: 

Oklahoma Producing and Refining. 

Cosden & Co., common and preferred. 

Island Oil and Transport. 

Glenrock Oil. : 

Sapulpa Refining. 

Mexican Eagle. 

Elk Basin Petroleum. 

Anglo-American. 

National Transit. 

International Petroleum. 


The list would not bé complete without 
the inclusion of some reference to: 

Royal Dutch. 

Atlantic Petroleum. 

Pennok Oil. 


Royal Dutch was recommended and 
analyzed in our last issue, and is still con- 
sidered as selling below intrinsic value 
and demonstrated earning power. This 
curb security represents the “New York” 
shares into which the listed “American 
shares” are exchangable. Selling below 
its listed prototype, with the same invest- 
ment value, and ultimately to be listed 
on the N. Y. Stock Exchange, investors 
who look at values and not mere quota- 
tions, might consider this unlisted se- 
curity. 

Atlantic Petroleum has not attracted 
investment interest because it is compara- 
tively unknown. Selling around 3 (par 
$5), the shares sold at nearly 10 on the 
edge of the last oil boom in 1916, and 
the stock was not well distributed. The 
company owns about 130,000 acres of oil 
and gas leases in Oklahoma and Kansas 
with a present reported production from 
partially developed lands around 6,000 
barrels daily which is sold to Cosden & 
Co. under a contract. It has all the 
“earmarks” of a genuine and promising 
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enterprise. The shares look cheap to 
the writer, and if certain Baltimore in- 
terests take a hand in the market, a spec- 
vestment ought to prove satisfactory. 


Pennok Oil (Penn-Oklahoma) just in- 
troduced to investment attention on the 
N. Y. Curb around 12 (par $10) is a con- 
solidation of the H. J. Parker properties 
in Kansas, Oklahoma, Louisiana and 
Texas; some of its acreage being in the 
North Central portion of the latter state, 
known as the Ranger Field which has 
come in for much attention lately. While 
precise details are yet lacking, it is known 
that the company has a large important 
acreage, sizable production, and a dem- 
onstrated earning power. The interests 
behind the company are H. J. Parker, 
W. P. Bonbright & Co., Inc., Luke, 
Banks & Weeks and bankers identified 
with the Oklahoma Producing & Refin- 
ing management. These names are a 
guarantee of good faith. The writer 
would cheerfully jnvest in Pennok Oil 
for semi-investment, although generally 
speaking he is opposed to making new 
friends when there are reliable old ones 
with as straight a claim. Shares will most 
probably sell higher, and are attractive. 


*STANDARD OIL SUBSIDIARIES 
eg Prices 

Com Low 

Anglo pre ae Oil 

—- Refining 
Buckeye Pipe Line 

Colonial Oil 

Crescent Oil 

Eureka Pipe Line 

Galena Signal O 


International Pet. 
a ae Transit 
. ¥. Transit . 
North Seog naan 

Ohio Oil 


Prairie Pipe Line ... 
Solar Ref. 
Southern | Line 


Vacuum O 
Washin 2 
*Majority are in the investment class. 


MISCELLANEOUS UNLISTED OILS 


Allen Oil 1% Ne 
Am. Oil 17 
Am. Ventura ...secseeevcees 


net 


Barn 

SBoston Weomin ng Oil 30 
*Central Petroleum Pfd (A) 65 
Continental R. pfd 13 
*Cosden Oil (B 

Sree th Pf 


Friar 

Sdanesel Asphalt mi . 

pe oe etge | Oil (B) * 
*Globe Oil (C) 

*Guffy Gill. be § See. Gee sate 
Hanover O. 

*Houston Oi &) 

Hum G. C. ~ & 


Kentucky Oil 
Kenova Oil 
Kinney Oil 


Midwest Oil pfd 
*Midwest Ref. (B) 
Mineral Wells Pet. 


oi 
*South Oil Trans (C) 
Somerset Oil 
Texana O. 


Tuxpam 

United West Oil new 

Ventura Con. Oil 

A ag 8 hy &0O 

Victor 

Wisteria ‘oii £3. 
*Wayland O. & 

Wyo Pet. 

World Pet. 


* Issues which receive most attention. 
A Investments. 

B Specvestments. 

C More hazardous. 
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Texas Pacific Land Trust Comes to Life 
Its Oil Properties—Owns Lands Directly North of Great 
Ranger District—An Interesting Situation 





By JAMES SPEED 





HEN a sleepy old security listed 
on the New York Stock Ex- 
wee change suddenly rouses itself 

=——— from its lethargy and leaps up- 
wards 90 points in a single session, one 
thinks of the great days of Bethlehem 
Steel and General Motors. If one were 
to guess at random what stock per- 
formed such gyrations probably Texas 
Pacific Land Trust certificates would 
be the last to be chosen. The magic 
word “oil” is the key to the mystery 
and now that companies like this and 
American Beet Sugar are mentioned as 
among potential oil producers, one 
may expect anything for almost any 
stock. Every one has heard of the 
Ranger fields in Texas and the miracles 
performed by Texas & Pacific Coal 
stock—now Texas & Pacific Coal & 
Oil. It does not seem improbable that 
Texas Pacific Land Trust with its large 
holdings of Texas property, some of it 
adjacent to the Ranger field, should 
share in the great oil development of 
that section. 

But a word first about the earlier 
history of the company. 

Organized in 1888 

Texas & Pacific Land Trust was or- 
ganized February 1, 1888, by the hold- 
ers of the land grant bonds of the Tex- 
as & Pacific Railway Co., with the ob- 
ject of acquiring the unsold lands of 
the railroad company which at that 
time totaled 3,450,642 acres. The land 
grant mortgage bonds and interest 
scrip of the railway company was sur- 
rendered in return for the lands. 

Three Trustees manage the proper- 
ties in the interest of the holders of the 
company’s certificates, supervising the 
sale or leasing of the properties owned 
by the Land Trust. riginally the 
Land Trust holdings were scattered in 
40 counties on either side of the Texas 
& Pacific Railway right of way which 


runs diagonally across the center of 
the state. At the time of the last an- 
nual statement, December 31, 1917, the 
company held 2,136,471 acres of unsold 
land situated in 33 different counties 
having disposed of practically all of the 
holdings in the eastern section of the 
state. 

During 1918 approximately 17,000 
acres of land were sold and 1,050 certi- 
ficates were ———— at an average 
price of $164.89. The company’s state- 
ment of assets and liabilities at the be- 
ginning of 1918 showed as follows: 


Assets 

Land, 2,136,471 acres (no value given) 

Bills receivable, $1,113,420. 

Cash, $3,771. 

T. P. Land Trust Scrip, $536. 

Liabilities 
T. P. Land Trust Certificates: 
Outstanding (par value) $2,705,700. 
Accts. payable, $7,469. 

Taking the above figures at their 
face value and disregarding the land 
holdings it appears that the company 
had approximately $41 per share in 
quick assets on the 27,057 shares out- 
standing, par $100. Applying the aver- 
age price received per acre for land 
sales for the five years last reported, 
$6.30, to the company’s unsold lands 
and the company’s book value per share 
figures in excess of $500. But it must 
be remembered that real estate, par- 
ticularly of this sort, is a slowly liqui- 
dating proposition and that book value, 
therefore, has only a theoretical in- 
terest. 

During 1918 sales of the certificates 
were registered in only two months. 
In June they sold from 130% to 150, 
and in November a transaction took 
place at180. Shortly after the begin- 
ning of the current year the stock 
began a spectacular advance. On 
January 6 a hundred shares sold at 193, 
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an advance of three points. The fol- 
lowing day an equal amount sold at the 
same price. On January 8 purchases 
of 913 shares advanced the certificates 
twenty-seven points to 230, and on the 
9th it required only 335 shares to make a 
high record price of 325 and a net ad- 
vance for the day of ninety points. It 
is evident to any student of values or 
market observer that it was no belated 
realization of book values which caused 
such and advance. 

The trustees of the Texas Pacific 
Land Trust can, at discretion, declare 
the company’s surplus each year in the 
form of cash disbursements or they can 
retire the outstanding certificates by 
purchase. Till date they have elected 
to purchase certificates in the market 
each year so that the only return the 
holders have enjoyed has been the 
gradual market appreciation of their 
certificates. As the 1918 surplus earn- 
ings, totaling about $173,000, was in- 
vested in certificates, it is evident thc 
stock did not advance on a prospect of 
cash dividends. We must look else- 
where. 


The Ranger District 


Slightly to the north of the center 
of the state of Texas lies Eastland 
County. Northeast of the center of 
Eastland County is a pinprick on the 


map bearing the name of Ranger. It 
was one mile west of Ranger that the 
Texas & Pacific Coal & Oil Co. made 
the initial oil strike, resulting in de- 
velopments which sent its stock from 
below 100 to above 1600. West of East- 
land lies the county of Callahan, and 
north the counties of Hackelford, 
Stephens and Palo Pinto. These four 
counties form a right angle, in the 
corner of which the county of Eastland 
fits like the head of an arrow, pointing 
due northwest. Texas Pacific Land 
Trust owns land in each of the four 
counties which envelop Eastland 
County, and has given five or six leases 
on a royalty basis to deyelop the oil 
rights in Stephens and Palo Pinto. The 
Texas & Pacific Coal & Oil Co. is in- 
terested in these leases, but up to this 


writing, while traces of oil have been 
found, no reliable information has yet 
been received as to exact findings. 
From the spectacular market action of 
the stock, however, one might easily 
reach the conclusion that things are 
known to insiders which have not yet 
been allowed to receive the light of 
publicity. . 
Oil Or Hysteria? : 


Should Texas Pacific Land Trust 
certificates be bought at current quota- 
tions—last price at this writing 250? 
Not until more definite information on 
recent development at its properties is 
obtainable. he advance may have 
been the result of oil or merely oil 
hysteria. It is a security, however, 
which may pay the investor to watch 
with the greatest care. The writer re- 
calls when Texas & Pacific Coal & Oil 
was brought to his notice at 385. At 
that time the price seemed absurdly 
high, but later developments proved 
that it was in reality absurdly cheap. 

It is interesting to speculate as to 
the long pull on Texas Land Trust cer- 
tificates. In the event of important 
oil findings on the company’s leased 
territory would the trustees continue 
to buy in the certificates at several 
times their par value or would they in- 
augurate dividends? The latter course 
seems the most likely. The trustees 
are pledged to act for the best interests 
of the participants in the enterprise 
and those interests could be best served 
by keeping the valuable properties. A 
clue to the probable action of the 
trustees is found in the 1917 report, 
which says, in refering to the oil dis- 
coveries in the Ranger field: 

“Your interests in this connection 
continue to be carefully looked after 
and your properties carefully con- 
ea None of your properties that 
it was. thought might contain oil, gas 
or any character of minerals have been 
sold or permanently disposed of for a 
number of years past, your policy hav- 
ing been continued of leasing mineral 
lands on the usual royalty basis rather 
than selling.” 
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Oil Notes | 


These notes are a record of recent price-affecting FACTORS, and are not to be regarded 
as RECOMMENDATIONS to purchase or sell 


¢ 





AGUILA OIL COMPANY 
Two Wells Reported Lost 


With the loss of the greatest oil well in the 
world at Potrero del Llano suspension of pro- 
duction of the Alazan well of the company 
also was closed. The wells are flowing noth- 
ing but salt water and have been completely 
abandoned. The decrease in production has 
already been made up by turning on one of the 
company’s wells, situated in the Amatland dis- 
trict, the Maranjos No. 4, which is giving a 
daily output of 50,000 barrels of oil. This well 
is said to have shown a capacity of more than 
100,000 barrels a day. It was immediately 
capped, however, when it was brought in, and 
was kept closed down until December, 1918. 
The company plans to release the flow of an- 
other big well which it owns in the Chinampa 
district as soon as the necessary pipe line 
facilities can be provided for handling the 
product. The latest test shows that this well 
~ a potential capacity of about 75,000 barrels 
a day. - 





ASSOCIATED OIL 
Increasing Activity On Its Lands 


Reports are to the effect, that a marked 
increase’ in activity has been seen in the 
company’s oil fields. The California prop- 
erty has been showing a large production 
and it is believed that drillings have 
reached such a level as to soon show a pro- 
duction of oil. Other properties of the 
company have new drillings which should 
soon be figured in the production of the 
company. 





ATLANTIC REFINING 
Assets Equal to About $55,000,000 


The profit and loss account of this co y 
is believed to be near $55,000,000 after detuct. 
ing the accrued taxes, compared with $5,000,000 
capital stock outstanding. The book value of 
the stock is nearly $1 a share inst a 
market price of about $1,060 a share. — 
for 1918 are credited with having been fully 
up to the 1917 figures, when Seo was 
earned after taxes equivalent to 180.12 a share 
on the capital stock. Atlantic is in a position 
to benefit from Mexican developments, as it 
has already secured production and is p i 
to enlarge its operations in that country. 





CALIFORNIA PETROLEUM 
Has Obtained a Production of 3,500 Barrels 
Daily 


At present this company has a production 
capacity of about 3,500 barrels of oil daily from 
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its ninety-two wells. At present the company 
is confining its Midway operations to cleaning 
out and redrilling old wells. Within a short 
time the company plans to commence on a 
number of new wells. 


‘ 


CASTLE OIL & GAS 
Fourteen New Wells Brought In 


On its property at Mosa, Ontario, the com- 
pany has brought in fourteen new wells of a 
substantial production. Further drilling is tak- 
ing place at the company’s other properties. 
The first big well at Pine Island is practically 
completed, the hole having reached a depth of 
2,100 feet on December 1. 








GENERAL ASPHALT 
Preparation for Large Expansion 


The stock of this company has been increas- 
ingly active at rising prices on the New York 
Curb. Recognizing that the company is bene- 
fited by peace, investors have been purchasing 
the issue from around 1474 to its present prices 
of about 40. 

It is reported that the Royal Dutch Com- 
pany is spending $7,000,000 for a refinery on 
the company’s property. The company’s oil 
end is still in the infant stage but plans are 
being made for rapid development. 

Heretofore, the company has been handi- 
capped by contracts for asphalt at low prices. 
These, however, are said to have run out and 
new ones are being negotiated at much more 
favorable prices. Because of the lack of busi- 
ness in this line and more particularly, the in- 
ability of the company to obtain adequate water 
transportation during the war, the company has 
been handicapped. These obstacles are now 
being overcome. 





HOUSTON OIL COMPANY 


$3.03 a Share on Common for Year Ended 
September 30, 1918 


The surplus after charges for the year ended 
September 30, 1918 was equivalent after pre- 
ferred dividends to $3.03 a share on the $20,- 
000,000 outstanding common stock, against 
$2.10 the previous year. 

In connection with the report for the year, 
President Fordyce made the following state- 
ment: 

“During the past fiscal year the total oil 
produced by the Houston Oil any of 
Texas from the Corsicana fields was 17% over 
that produced the preceding year. The pro- 
duction of Houston and the companies with 
which it is interested increased 32% over the 


preceding year. 
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“The existing wells at Saratoga have ceased 
to be remunerative so that the oil output is 
practically all from Liberty County, where pro- 
= commenced in the latter part of July, 


MEXICAN PETROLEUM 
Disturbing Reports 


The irregularity in Mexican Petroleum 
was due in a great degree to the reports 
reaching Wall Street regarding bandit ac- 
tivities in Mexico, which seem to be grow- 
ing more serious everv day. A Washington 
despatch stating that President Wilson was 
concerned over Mexican affairs and had 
asked for a daily report on happenings in 
the mining and oil districts, tended to in- 
crease these fears. It is understood that 
the bandits have been destroying property 
and creating disturbances. ayrolls have 
very often been robbed. 


PIERCE OIL 
New Pipe Line Contemplated 

The Compania de Combustibles, a subsidiary 
of the Pierce Oil Corporation, has completed 
plant for the building of an oil pipe line from 
Tamboyoche to a point situated across the 
Panuco River, and then to the company’s large 
refinery. 


PRAIRIE OIL & GAS 


New Well Brought in With a Production of 
7,000 Barrels 


The company has completed a well in the 
North Central Texas field with an estimated 
daily production of 7,000 barrels of oil. This 
well is regarded as unusually important and 
— i Ange? ree Nene of = acreage which 

e Prairie Company obtained in its - 
ments with the Texas Pacific Coal & Oil Com. 


pany. 

Prairie’s arrangement with the company calls 
for the development of 50,000 acres of land 
near , Eastland County. The terms in- 
clude a bonus, said to be $1,500,000, to the 
Texas Pacific Company and the drilling of 
twenty-one wells. Both companies are to share 
eg the net profits from the production 
of oil. 





STANDARD OIL OF NEW JERSEY 

Subsidiary Brings in 50,000-Barrel Well 

The Transcontinental Petroleum Company, 
a subsidiary of the Carter Oil Company, the 
operating company of the Standard Oil of New 
Jersey in Mexico, has brought in a 50,000 
well on lot 163, in the Chinampa district. Oil 
was struck at the 2,080-ft. level. This well is 
about 2,000 feet from the land being drilled 
by the Island Oil and Transport, on lot 169, 
the Island Company’s drilling having reached 
2,000 feet. 

Production for first six months in 1918 
was 3,777,356 barrels. This production 
was obtained through its subsidiary, the 


Carter Oil Co., and from property in Louis- 
iana. Asserting to statistics comzpiled by 
the Bureau of Mines, total crude oil produc- 
tion of the United States, with the excep- 
tion of California, or what is known as light 
crude production, in the first six months of 
the year was 117,365,504 barrels. 


STANDARD OIL CO. OF NEW YORK 
Magnolia Acquisition Discussed 


During the war investors failed to ap- 
preciate to its proper extent the importance 
of the purchase of Magnolia Petroleum by 
this company. Oil interests feel that the 
stock does not reflect the great advantages 
to the New York company of its arrange- 
ment with Magnolia. The New York com- 
pany was mainly a marketing company, 
selling petroleum products in New York 
and New Engiand and in the Far East. Its 
refining capacity was only moderate, and 
the company was forced to make large pur- 
chases of gasoline from other refining com- 
panies in order to meet the demand in its 
territory. Its own refining capacity was 
about 20,000 barrels of crude oil a day, and 
it owned no production. It did own one 
of the largest American-owned fleets—tank 
steamers to carry its products to: foreign 
markets. Under those conditions the com- 
pany built up a surplus account at the end 
of 1917 of more than $90,000,000, an in- 
crease for 1917 of $21,750,000. Earnings last 
year were $39,376,000 after expenses, de- 

reciation and reserves. After payment of 

ederal war taxes there was left $30,000,- 
000 og dividends on the $75,000,000 capital 
stock. 


TEXAS PACIFIC COAL & OIL CO. 
No Capital Readjustment Planned 


President Marston has been quoted as say- 
ing that there was no truth in the report that 
there would be a readjustment of capital. The 
-apital stock of the company is $5,000,000—par 
$100. At the end of 1918 the stock sold at 
$1,625, while a year previous it could have been 
bought at $150 a share. The company has no 
bonded indebtedness. 


VACUUM OIL COMPANY 
Increase in Stock Planned 


The capitalization equal to $15,000,000 is con- 
sidered far too small for the amount of busi- 
ness Vacuum is handling and is regarded as 
entirely out of line with a surplus of about 

000,000. A recapitalization on the basis 
of its surplus, it is figured, would result in the 
distribution of three shares for one. 

In 1917 the company earned $12,149,000, com- 
pared with $9,221,000 the preceding year. The 
company set aside $2,617,000 for war taxes and 
paid $1200,000 in dividends, leaving for surplus 
$8,124,000. 





MINING 


Kennecott Maintains Output 


December Production Largest of Any Month of Year— 
But Curtailment in Store for Current Year 





By PRESTON S. KRECKER 





URRENT gossip that a merger 
iC} of Kennecott Calton Company 
ei with the Utah and Chile com- 
=< panies is under consideration has 
awakened renewed interest in the 
market position of the first named 
concern. Such a combination would 
constitute the greatest copper organi- 
zation of all. ese three companies 
last year had a combined output of 
429,749,596 pounds. However, there ap- 
pears to be no corroboration of the ru- 
mor, although the interests controlling 
these respective companies are closely 
affiliated. 

Kennecott Copper Company as the 
youngest of the big producing companies 
has independent claims for attention at 
this time which are worth reviewing. Al- 
though the company is not four years 
old, it already has won for itself a sub- 
stantial investment following based on 
the satisfactory financial development it 
already has achieved in its brief history. 

Kennecott Copper has produced in the 
last three years 348,817,200 pounds of 
copper at a cost which probably has not 
averaged above 8 cents a pound, which in 
itself is something of an achievement. 
Its production last year was maintained 
better than estimates had suggested. 
Statistics just issued by the company 
show that total production of Alaska and 
South America properties reached 142,- 
016,000 pounds, which was not 8,000,000 
pounds less than the previous year’s out- 
put. 

Curtailment Expected 


Kennecott Copeet, it was. officially 
stated, will cu this year. The Braden 
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Copper Company already has reduced 
output upwards of 30 per cent according 
to reports. 

This general curtailment policy is due 
of course to the dullness of the copper 
metal market during the readjustment 
period now on. Copper exporters have 
combined and are holding copper for ex- 
port at 23 cents a pound but little busi- 
ness is resulting, while the domestic de- 
mand is wholly at a standstill with small 
lots selling as low as 21 cents a pound 
against the price of 23 cents asked by all 
of the large selling agencies. Large 
government stocks of the metal, held at 
consuming centers, constitute a load on 
the copper market, although the Govern- 
ment has announced that it will not dum 
any of this copper on the market with 
resultant demoralization. Large pro- 
ducers are confident that ultimately con- 
sumption will be enormous, both domestic 
and foreign. 

Kennecott Copper owns two important 
properties in Alaska. At Kennecott it 
has the original Jumbo mine and the 
Bonanza mine. Its other property con- 
sists of the Beatson mine, a tidewater 
proposition located on Latouche Island. 
All of these are low cost Benge 

roperties. The average of ore in 
faa aahies at Kennecott fs officially de- 
clared to be 10.20 per cent coppe®, while 
that at the Beatson mine is declared to 
be 2.23 per cent copper. 

Much has been said regarding the life 
of the Kennecott mines. It been 
all that the company’s ore reserves 
in eae Wi te extend 5 tee 

rs. This supposition apparently is 
Caced on the fact that the proved ore re- 
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serves are limited and also to the state- 
ment of the company in its first annual 
report that “in order to confer an in- 
creased measure of stability,” the direc- 
tors deemed it wise to make an invest- 
ment in shares of copper mining com- 
panies in other fields. 

The Kennecott mines are vein mines 
and it is neither practicable nor eco- 
nomical to undertake to block out large 
reserves, but it is pointed out that this 
does not signify.that the mine is neari 
exhaustion. Comparison is made wit 
the famous Copper Queen mine, which 
also was a vein mine and continued to 
produce heavily years after it had been 
reported as mage | out. The accom- 
panying tabulation of Kennecott Copper’s 


production in 1918, just issued, shows 
that the Alaska properties have been in- 
creasing output instead of decreasing it. 


KENNECOTT 1918 OUTPUT IN LBS. 
Month Alaska So.America Total 
. 5,970,000 12,170,000 
5,888,000 


14,114,000 
142,016,000 





The company has carried out its ex- 
pansion policy by acquiring the great 
Braden properties in Chile. It also has 
invested heavily in Utah Copper Com- 
pany through purchase of approximately 
40 per cent of the outstanding stock, thus 
* further diversifying its interest. It is 
probable that the Kennecott directorate 
controls indirectly an even larger per- 
centage of Utah stock through the heavy 
investment of affiliated financial inter- 
ests in those shares. 

Progress of Braden 

Kennecott Copper has in the Braden 
properties an asset of enormous poten- 
tial value. Revised calculations of re- 
serves as of December 31, 1917, show 
149,192,000 tons of positive ore of an 


de of 2.42 per cent co 

,000 tons of probable an a 
an average grade of 1 r cent, mak- 
ing a grand total of 239,192,000 tons of 
an average grade of 2.21 per cent copper. 
Most of the development work thus far 
has been within the known ore body. 
Under normal condition it is estimated 
that cost of production will average 7.9 

cents a pound. 

The life of the mines is placed at 
thirty-two years and the value of the 
copper contents is estimated at fully 
$500,000,000. In a statement issued in 
connection with the recent bond offering 
of $5,000,000 the Braden Company re- 
ported that 71,295,000 pounds of copper 
had been produced in the twelve months 
ended August 31 last. This report in- 
dicates that in spite of the handicaps 
incidental to the war the company is 
making progress in its programme of 
expansion. Milling facilities are being 
increased and soon they will permit the 
daily treatment of 7, tons of ore 
against 5,500 tons in 1917. The ultimate 
capacity of the mills may be 20,000 tons 
daily. This work of enlargment has 
been retarded by the difficulties experi- 
enced in shipping required equipment 
to Chile. 

Like Kennecott Copper, Braden is a 
low-cost producer, but like all other cop- 
per companies Braden is handicapped 
by abnormal conditions caused by the 
war. Wages have not risen in Chile in 
the same ratio as in the United States 
but cost of raw materials has increased 
from 100 to 400 per cent. 

More important has been the adverse 
effect of war conditions upon the —_ 
exchange market. The value of the 
American dollar has depreciated greatly 

1 all South American countries, and as 
Braden Copper i are entirely 
from copper sold for United States cur- 
rency situation -has indirectly in- 
creased costs heavily, so much so that 
simply on account of exchange Chilean 
w cost the company <4 cent more 
in 1917 than they did in 1915. 

Notwithstanding these handicaps the 
company evidently has been able to keep 
its cost of producing copper relatively 
low. The statement issued in connection 
with the recent bond issue showed that 


average 
and 90 
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the cost of producing the 71,295,000 
pounds of copper referred to was $9,- 
718,000 including taxes. This means that 
Braden is producing copper at the low 
cost of 135g cents a pound. As it is 
probable that the peak of war inflation 
has been passed, this average will prob- 
ably represent the maximum of Braden 
Copper costs and that during the current 
year they will, if anything, show a mod- 
erate shrinkage. 

While the Kennecott Copper Company 
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derives no income from its Braden prop- 
erties at present, the investment in them 
promises to prove profitable. For the 
twelve months ended August 31 the 
Braden Copper Company reports a total 
net income after taxes of $9,310,000. Al- 
lowing for charges, this equals about $3 
a share on the 2.787.000 outstanding 
shares of Kennecott Copper. Moreover 
these figures are exclusive of a profit of 
$2,500,000 to be realized on copper sold 
but not at the time delivered. If the 
company was able to make such a show- 
ing during a period of high costs, its 


earning power in normal times undoubt- 
edly will be much greater. The exhibit 
justifies the judgment of the Kennecott 
Copper interests in investing in the 
Chilean properties. 


Mother Lode 


Contrary to widespread report the 
Kennecott Copper Company has not yet 
purchased control of the Mother Lode 
Copper Mines property in Alaska. The 
plan under consideration calls for acquisi- 
tion of 51 per cent of the stock of the 
Mother Lode company. Progress has 
been made in the negotiations, which it 
is expected will terminate favorably. 

The Mother Lode property is adjacent 
to the Jumbo and Bonanza mines of the 
Kennecott Company, but are divided 
from them by a mountain. The Kenne- 
cott management has bored a 1,400 foot 
tunnel through this mountain and the 
two properties now are nearly connected. 
The tunnel was constructed for the pur- 
pose of making it possible for the Kenne- 
cott Company to mill Mother Lode ores. 
It is expected that Mother Lode will 
start to ship ores early this year. The 
Mother Lode property consists of about 
1,600 acres of ores which are reported 
to grade nearly as high as some of the 
Kennecott ores. 

Approximately 40 per cent of Kenne- 
cott Paseer Company’s income is derived 
from its investments. These have a book ° 
value, according to the last annual state- 
ment, of $102,586,395. They include 
616,504 shares of Utah pees of a book 
value of $51,994,080; 2,565,691 shares of 
Braden Copper Mines stock put down on 
the books at $39,472,813; $23,020,000 
par value of Copper River and North- 
western Railway stock, — at $8,- 
653,608 ; 48,174 shares of Copper River . 
and Northwestern Railway stock of 
nominal value; 23,854 shares of Alaska 
Steamship Company stock, of a book 
value of $2,385,412; 500 shares of 
Katalla Company stock valued at $57,458 
and ten shares of Alaska Development 
and Mineral Company stock, $5,021. 


Of these investments the Utah Copper 
Company stock is far the most profitable. 
In 1917 the company derived an income 
from this source of $7,147,801. The 
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Alaska Steamship investment also is a 
source of revenue, yielding $190,833 in 
1917. Additional income from invest- 
ments amounted to $118,634, making 
total income from investments $7,457,268. 
No income is as yet derived from the in- 
vestment in the Braden properties. 

In 1917 the effects of rising costs of 
production were a big factor in cutting 
Kennecott’s profits, which were further 
restricted by the Government in fixing 
the pice of copper at 23% cents a pound. 
No official figures on cost of production 
were issued but it is apparent from a 
study of the annual report that these 
jumped from 5.10 cents the previous 
year to approximately 7.50 cents a 
pound. During the year just ended they 
were even higher, but it can be reliably 
stated, they did not reach by any means 
15c a pound, as has been currently stated, 
while the price received averaged pre- 
sumably around 25 cents a pound, leav- 
ing a profit which will compare favor- 
ably with that of the previous year. 

What Annual Report Will Show 

The next annual report of the Kenne- 


cott Copper Company is not due until 
next April and no interim statements of 


earnings are published, so that no ac- 
curate figures on earnings for the year 
just ended are available. Owing to in- 
creased cost of production, it is certain 
that they will not reach the volume at- 
tained the previous year, although pro- 
duction of copper was nearly as large as 
during that period and the average price 
received was higher than the 1917 price. 
But there is reason to believe that they 
will be somewhat in excess of $5 a share 
instead of oniy $4 a share as recently 
estimated. 

Net earnings above $5 a share would 
compare with approximately $6.50 a 
share earned in 1917. Distributions were 
made to stockholders the past year 
amounting to $4 a share, half of which 
was in the form of a dividend and half 
a capital distribution. 

Around current prices the stock may 
be regarded as well worth what it is 
selling for. The Kennecott and Braden 
companies are both fairly strong assets, 
while Utah’s position is also good. These 
companies are well prepared, therefore, 
for a period of hesitation and dullness in 
the copper business. 


Important Forthcoming Financial Events 





Jan, 19 
German Assembly Elections. 


Jan, 21 

Corn Exchange Bank capital stock increase 
roe 2 

Lehigh Valley annual meeting. 
Long distance telephone rates cut. 

Jan. 22 
New York Central annual meeting. 
Norfolk and Western dividend meeting. 
Pennsylvania dividend meeting. _ 
Pressed Steel Car dividend meeting. 


Jan. 28 
United States Steel dividend meeting and 
quarterly earnings. 


Jan. 29 
Ill. Central dividend meeting. 


Jan, 30 
Baltimore & Ohio special adjourned meeting. 
Chicago, Milwaukee & St. Paul dividend 
meeting. 


Consolidated Gas dividend meeting. 
30% installment due on Liberty Bonds. 


Jan. 31 de 
Coal fixed prices expire. 
Hide fixed prices end. 


Feb. 1 
Coal fixed prices expire. 
United Kingdom $150,000,000 544% gold 
notes mature. 
Westinghouse $15,000,000 notes 
mature. 


Electric 


Feb. 3 
American Steel Foundries quarterly earn- 


ings. 


Feb. 4 
Chicago, Milwaukee & St. Paul adjourned 
st olders meeting. 
Studebaker dividend meeting. 
Feb. 5 
American Smelting dividend meeting. 
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ANACONDA 


Earnings Approximates $15.43 
Chairman Ryan’s statement to stockholders 
show that the company in the first nine months 
of 1918 earned $11.60 a share, or at the rate of 
$15.43 for the year. in 1917, after i - 
terest, Te and taxes, were $34,335,751, 
equal to $14.72 a share. one Be earn- 
ings in the last three months of 1918 will be 
on a par with those of the first nine months, 
Heenan would appear to have earned, before 
reciation and other charges, 
would be more than $1,00,000 
oder er $37,489,380, agers Se in 1917, with the 
charges on a parity with tha ob ae ale But, de- 
spite heavy taxes it is indica’ the com- 
pany’s earnings for 1918 were almost on a 
with the previous twelve months, and t 
Anaconda will earn its dividends in 1918 almost 
— over. 2 3 $25 
e company recently made a ‘ 
bond issue which was quickly Spcorked thts 
purpose of this loan was to increase the manu- 
facturing capacity of da. . 


oe ale 


CONSOLIDATED COPPERMINES 
November Production 1,278,116 Lbs. 
Production for November, 1918, was reported 
as 1,278,116 pounds of copper as with 
1,479,024 in the previous month. This is a 

reduction of 200,908 pounds. 

This production was received 
the company’s a — of in + omg 
Morris claims. mill recently remodeled 
made _ extractions bees 3 copper approximating 
over 75%. 


COPPER EXPORT ASSOCIATION 


Copper fos-Export at 23c a Pound 
This association fixed the price for copper at 
SS cnte 3 ee Se reduction of 3 
the Government —_ owt 


last half year. 
nouncement from the LB nt. 
since the Government, through 
dustries Board, refused to contin 
price beyond the end of 1918. Even 
new rate applies to export cop; 
believed the reduction f 
sponding lowering of domestic price. 


from 


fe 
agtse i 
a 
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HANCOCK CONSOLIDATED MINING 
New Lodes Yield 17 Lbs. to the Ton 
The two lodes of this company continue to 


yield about 17 pounds of to the ton, 
the values continuing at this the entire 
distance of 600 ft. on which have been 
sonnet, It is sheay to fess formations that will 


erie 


maintain value. In November the rock out- 
put was 17,500 tons. 

The company has been continually putting 
back its earnings into the property and has 
made considerable additions and improvements 
to the equipment of the property and its other 
facilities. 


INSPIRATION CONSOLIDATED 
Annual Rate of $8.00 Maintained 


Directors declared a quarterly dividend of 
$12 a share the same as three _— = 
viously, payable January 27. The compan 
dividend record is as follows: 1916, $5.25: 1917, 
$8.25 ; 1918, $8. The initial quarterly dividend of 
$1.25 a share was paid May 1, 1916. This was 
— to $2 a share July 31, 1916. The 

pes nd is vy 4 strong in cash, is a low cost 

ucer and has accumulated a very large 
ak according to a statement made by the 
directors. 

After a thorough readjustment to peace con- 
ditions, this company should be one of the 
first to recover. 


MAGMA COPPER 
New Ore Uncovered 

Magma is unquestionably one of the greatest 
copper properties in the United States. Recent 
developments of this mine have given assur- 
ance of a life of indefinite length. New, rich 
ore have been uncovered, and work is 
being rushed on the installation of equipment 
to ‘tele this ore to the surface. 

The company, in corroboration with Ray 
Hercules, has under consideration the erection 
of a new smelter. A 50% interest will be 
taken by each company. The building of this 
smelter would in all probability do away with 
the necessity of sending the ore to the Amer- 
ican Smelting & Refining. The anno. 
cost of the smelter would be about $1,500, 


MIAMI COPPER 

ae eee 4,989,435 Lbs. 

comeeny sapect reported production for De- 
ee 1 18, of 4989.435: pounds of copper, 
compared with 4,382,730 pounds in the preced- 

and 4,931,405 pounds in December 
° 1917. company has been maintaining 
this rate of production throughout the year, 
with the exception of the period during which 
the strike occurred. 
The Government during the war pes 
with the aid of this company, was 
on low grade ore. Tf the company ts ot 
an increased capacity after successful tests, 
the company should fare well. 
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MICHIGAN COPPER 
A Real Mine on the Butler Lode 
The company appears to be open 
mine on the Butler lode, where its gm A: 
work has been centered for three or four years. 
} By = designated as “E,” has been sunk to 
hth level, a depth of 900 ft., and a con- 
le area of the lode opened up. From 
EY) to 220 tons of = are shipped daily to 
the Winona mill. ing the first eleven 
months of 1918 the peo - ay iceland 1,072,320 
Ibs. of refined copper, the yield of all rock 
shipped having averaged 28 Ibs. per ton. 
The company owns a little more than ten 
square miles of land, of which nearly 5,000 
acres are on the mineral formation. 


MINES COMPANY OF AMERICA 

Resumption of Work in Mexico Planned 

The decision to reopen the mines in Mexico 
and resume operations was made following the 
action of other companies operating in adjacent 
territory. While no official statement was made 
on the subject, it is stated that the company 
contemplated doing some financing to provide 
capital to start operations. 


NEW CORNELIA 

~~ 1918 Copper Estimated at 13c a Lb. 

s company, which in a year and a half 
has ed to the front ranks of the American 
producers, according to estimates, exclusive of 
depreciation taxes and depletion, will be able 
to “make” its c fr in 1918 for approximately 
13c a pound. ‘the metal market should 
average approximately 2434c per pound for 
the year. New Cornelia can be said to be earn- 
ing 1134c per d net. In the eleven months 
to December 1, it produced 43,138,000 Ibs., and 
estimating its output in December at 3,250,000 
Ibs., New Cornelia should finish 1918 with an 
output of 46,388,000 Ibs. In a word, the com- 
pany stands to earn net operating profits of 
$5,450,000, or over $3 per share on 1,800,000 
shares, before taxes and property set ups. 


PHELPS-DODGE CORPORATION 
12,563,000 Lbs. of Copper in December 1918 

Production for December, 1918, was recorded 
by the company as 12,563,000 Ibs. of copper, 
compared with 15,785,011 Ibs. the preceding 
month and 20,982,261 Ibs. in December, 1917. 
Considerable movement of operation has taken 
place with this company, as is shown by the 
Sgures of production in December, 1917, and 
those of December, 1918, 


RAY HERCULES 

Plans Being Formulated for Financing 

This pr has under consideration some 
new financing, also plant extension, which will 
re the erection of a new smelter. Pro- 
posed financing would cover the cost entailed 
by such construction as well as care for past 
expenditures which have not been permanently 
financed. The py be ry of the new smelter 
would be carried on join + fac by the Cn, Hercules 
Copper Company and Copper Com- 
pany, each taking a 50% ~ ods in the plant. 
Both of these companies ship to the Hayden 
pew al of the American Smelting & Refining 

y. A smelter of capacity sufficient to 

Kontte Magma and Ray Hercules’ products and 
treat custom material would cost in the neigh- 
borhood of $1,500,000 

Since it has started production, August 12, 
Ray Hercules has been turning out copper at 
the rate of about 300,000 Ibs. monthly. There 
has been put through - mill as high as 1,100 
tons of ore in a "s le day, while recoveries 
as high as 87% have secured. Ore head- 
ings have been running about 1%, due to the 
policy of treating the ore as it comes from 
ee rather than sorting for a higher 
grade 


SENECA COPPER COMPANY 

Vein Reached—Rich Copper Rock Shown 

Secretary McNamara recently has received a 
telegram from is . Uren, general manager of 
the peroery st oughton, Michigan, which 
read as f 

“Shaft has sented vein showing very rich 
copper rock.” 


U. S. SMELTING & REFINING 
Operating Income aenee Better Than 
in 


Company’s statement for the eleven months 
ending November 30, 1918 made a gratifying 
exhibit of earnings, notwithstanding heavy 
charges for depreciation, depletion and special 
reserves to take up the drop in metal inven- 
tories. 

oy? the month of December, it is fair 
to place the courting, income for twelve 
months at $7,600,000, which is $2,000,000 better 

the operating profits of 1917, altho 
$2,000,000 less than the bonanza year of 1916. 

A very encou feature of the report is 
the improvement in the coal department, the 
output for eleven months 1,183,000, - 
compared with 802,000 tons in the a a 
ing period of 1917, an increase of 474%. The 

ay me! is doing quite a bunker business on 
th ific coast, a tribute to the quality of the 
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UNLISTED SECURITIES 


Will Mergenthaler R 


egain Its Former 


Prestige? 
Adversely Affected by the War—Company’s Future Pros- 


pects Appear Bright— Probability of at Least a 
Ten Percent Dividend. 





By F. L. FONTAINE 





fam genthaler Linotype Co. in the 
=< printing and publishing field but 
to the position of the stock of this com- 
pany in the field of investment. For 
years the company held a monopoly in 
its own field. It does not hold that 
monopoly today as it has had competition 
recently. But, nevertheless, its leading 


HE title of this analysis refers 
"T not to the position of the Mer- 


‘PRICE RANGE OF STOCK 
Low 


position does not appear to be seriously 
threatened. The prestige and good will 
which it has built up and the connections 
which it has made in its twenty-three 
years of operation appears to be a bul- 
wark protecting its future. 


Its Worst Year 
But the company, in the last four and 
one-half years, or since the outbreak .of 
the great war, has had some rather hard 
sledding. It has done a respectably good 
business, but one that was small in com- 
parison with its previous record of earn- 


ings. 


It is only natural then that stock- 
holders are somewhat concerned over the 
future of this company. An analysis of 
the company’s position and prospects for 
the future therefore is particularly perti- 
nent at this time. 

Organized in December, 1895, the 
Mergenthaler Linotype Co. has a long 
and particularly successful record. For 
years its supremacy was never ques- 
tioned. For years too, the remarkable 
record of this company, along with 
similar -instances, was used by un- 
scrupulous promoters of new inven- 
tions to lure the unsuspecting public 
from their savings. Its principal busi- 
ness has been the manufacture, sale and 
lease of Lynotype machines and parts 
of the same. For years, of course, 
through its patents it had a monopoly 
throughout the world. It purchased the 
patents and patent interests of the Mono- 
line Composing Co., and the property of 
the Canadian Composing Co., in 1905. In 
1909 it acquired a controlling interest in 
the Linotype & Machinery, Ltd. of Lon- 
don, England, the preey of the Can 
adian-American Linotype Corp., of 
Montreal, and a controlling interest in 
the company manufacturing the Mer- 
genthaler Linotype in Berlin, Germany. 

Through its German subsidiary, pre- 
vious to the outbreak of the war, it sold 
in Germany, Austria, Switzerland, Rus- 
sia, Holland, Denmark, Norway and 
Sweden. Through its English subsidiary, 
which operates a plant near Manchester, 
England, sold in England, France, Italy, 
Australia and India. Its principal and 
ae extensive plant is at Brooklyn, 
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Previous to the outbreak of the war the 
company and its subsidiaries as well did 
a big and highly profitable business. As 
a matter of fact, as the table containing 
the income account shows, it was prac- 
tically at the height of its prosperity when 
the European war broke on a world un- 
prepared, with but one exception, Ger- 
many, for it. For about ten years pre- 
vious to the war the company had not 
earned under 20% on its stock. During 
this time it had paid dividends of never 
under 15%. In 1896 it paid 16%, in 1897 
16%4%, and in 1898-99 and 1900 it had 
paid 20% per annum. Despite these sub- 
stantial dividends it had carried to sur- 


Added to these troubles last year was a 
strike at its Brooklyn plant, and some 
degree of competition from the Intertype 
Corporation, which appears to be build- 
ing up a more or less substantial business 
in linotype parts. The latter has not been 
very profitable, but nevertheless it 
would appear that business which it has 
got is so much taken from the Mergen- 
thaler. 


Dividend Reduced 


For a year after the outbreak of the 
war the company paid only 10% in divi- 
dends. The regular dividend was main- 
tained at 10%, but in the last two years 
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plus account an average of over $800,000 
per annum. Asa result it had built up a 
profit and loss surplus which, on Oct. 1, 
1914, stood at $7,686,100. This alone 
was equivalent to over $60 per share. 
Few of the old line industrial corpora- 
tions appear to have been affected more 
by the war than this company. Its net 
income in 1918 was less than half of the 
annual net income for the four years 
previous to the outbreak of the conflict. 
Among its handicaps were labor and ma- 
terial shortage, inadequate ship tonnage 
for export purposes, and inability to 
profitably operate its foreign plants. 


2%4% extra has been paid each year. The 
company in this period has earned the 
regular dividend of 10%. But in two of 
the last four years it has had to go into 
its surplus to pay the extras. In fact, out 
of total net income of $6,561,900 in the 
last four years, all but $447,941 has been 
paid out in dividends. In other words, in 
these entire four years the company has 
carried to surplus only about one-half the 
amount it had been carrying to surplus 
each year in the years immediately 
preceding this. As a matter of fact 
even this was not carried to profit and 
loss surplus, as during this time adjust- 
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ments totalling $1,040,100 have been 
charged out of surplus. This accounts 
for a reduction of $592,100 in the profit 
and loss surplus since 1914. 

Of course the company’s business on 
the continent is today an unknown factor. 
In this it is in no different position than 
that of other companies which did a good 
business there in pre-war times. The 
British company, however, President 
Dodge states in the last annual report, has 
been engaged throughout the war in the 
production of war materials. The profits 
on this work have been small. But he 
states that the property has been pro- 
tected, the fixed charges earned and paid 
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and the financial condition improved to 
some boise ee the last i see Presi- 
dent e further states that changes 
have been made in the foreign selling 
agencies in order the better to prepare for 
conditions after the war. Prepared to 
suffer some considerable losses in Russia 
and Germany, as a result of the chaotic 
conditions there, such losses, it is un- 
derstood, have been pretty well dis- 
counted. They of course have not yet 
been written off. 


Strike Hampered Operations 
It is estimated that the strike of 800 
employes at the Brooklyn plant last July 


was very costly. In fact, to this is prob- 
ably accountable the fact that 1918 earn- 
ings were almost $540,000 less than those 
of 1917, and about $555,000 less than 
those of 1916. If the strike had not oc- - 
curred these earnings for the last four 
years would probably have averaged well 
up to 14% on the stock, or more than 
sufficient to pay the dividends of the last 
two years. Some of this was derived 
from war work. But without doubt the 
increase in its regular business will well 
offset any falling off of profits from 
cessation of war work. 

The advance in the stock from about 
110 in recent months to 147 has probably 
pretty well discounted the improvement 
for the next few months. But it seems 
fair to assume that the company can at 
least maintain the earnings of 1915, which 
were $1,467,015. This represented the 
falling off of both domestic and foreign 
business without any offset from strictly 
war business. This was equivalent to 
11%4% on the stock. But without ques- 
tion the return to more normal conditions 
in this country will enable the company 
to do as well as in 1916 and 1917. In 
these two years earnings were equivalent 
to an average of almost 15%. On this 
basis there should be no question as to 
the ability of the company to pay 10%, 
and-but small question of its ability to 
pay 124%. 

Some Competition 


The company early in 1917-lost its suit 
against the Intertype Corporation for al- 
leged infringement of patents. But the 
management apparently does not fear 
competition of serious consequences from 
this source. The best proof in the world 
of this is the fact that the directors of the 
company continue to be large holders of 
the stock. As the graph shows, the 
company was practically at the height of 
its prosperity just before the war. This 
is indicated by the high range of the stock 
as compared with previous years. The 
predecessor of the present Intertype Cor- 
poration was then in existence, its 

resence in the field had had no effect. 

n all probability, therefore, the Mergen- 
thaler will successfully meet any in- 
creased competition which a Its 
earnings can hardly approa 
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times until its European business is again 
established on a profitable basis. But it 
has given an indication that it has a very 
substantial earning power without con- 
sideration of this foreign business. 

An analysis and comparison of its bal- 
ance sheets in recent years shows the 
company to be in fine financial condition. 
The only weakness, if it may be called one, 
in its particular business has been the 
very substantial shrinkage in the cash 
item in the last four years. The amount 
of cash, as shown by its 1918 statement, 
was only about one-third that appearing 
in the balance sheet in pre-war times. No 
mention has been made of any new 
financing, but undoubtedly if this 
necessary it be very easily ar- 
ranged. The people who are the chief 
owners of Mergenthaler stock could 
easily arrange this among themselves. 

In Good Financial Condition 

One interesting point brought out in 
an analysis of this company’s balance 
. sheets over a period of years, is the man- 
ner in which the value of its rights and 
franchises have been written down. In 
1909 these were carried at $7,000,000, 
while on Oct. 1, 1918, they were carried 
at $3,656,300. This is a reduction of $3,- 
343,700 in nine years, or about 11% per 
annum. During this same period the 
value at which it carries the Canadian 
Lino was reduced from $717,860 to 
$358,460, or better than 100% ; its plant 
and machinery was written down from 
$1,600,000 to $768,200, or 108%; and 
other equipment from $130,000 to $72,- 
000. In these nine years the total amount 
a genes off the — eos $4,592,000. 

ta Ts, too, t management 
has the pruning shears on its invest- 
ments. These were carried at $4,332,000 
in 1913 against $4,042,000 last year. Yet 
in the meantime the company has pur- 
chased heavily of Liberty Bonds. This is 
peng a statement of the presi- 
dent, that the large increase in bills - 
able is due to oa. ae of Liberty Bonds. 
This item stood at $1,281,300 on Oct. 1, 


1918, against nothing in 1916 statement. 

A comparison of the working capital 
over a period of years indicates the strong 
financial condition in which the company 
has been maintained. It is this good finan- 
condition that has permitted the manage- 
ment to pay out in dividends most of the 
company’s earnings in the last four years. 
Net quick assets as of October Ist, last, 
were equivalent to about $73 per share, 
the net tangible assets exclusive of rights, 
privil , etce., were $16,237,500, the 
— ent of $127 per share, or some- 
what under the present market value. 
This is nothing new, as the market value 
has always been in excess of net assets. 


Overdue Accounts 

The decrease in the cash item from $1,- 
277,900 to $348,000 in four years was 
largely caused by the dividend policy. 
During this time, however, bills receiv- 
able have increased about $2,600,000. 
This item would undoubtedly have been 
much smaller had it been possible to col- 
lect overdue accounts in Russia, Ger- 
many and Austria. The chaotic condi- 
tion in these countries today make the 


possibility of collection rather small, but 


the t states that any expected 
loss has discounted. The increase 
in inventories has not been heavy and it 
is to be doubted that failure to collect on 
overdue accounts will seriously impair 
tae working capital. 

The company in 1917 produced 1,882 
machines, while up to the end of the 
last fiscal year there had been produced 
in all approximately 40,000 Linotype 
machines by the Mergenthaler and its 
associates. The supplying of parts for 
the machines already in operation 
forms a business itself. After an ad- 
vance of 40 points a reaction may be 
probably looked for. It should hardly 
go far though. Mergenthaler is un- 
questionably in the so-called “peace 
stocks” class. There seems no prob- 
ability of a lower dividend than 10%. 
Even at the present price this means a 
return of almost 7%. 
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BRITISH-AMERICAN TOBACCO 
Prospects Cause Favorable Attention 
The market interest in the shares of the 
British-American Tobacco continues on an 
active scale. Increasing prosperity is expected 
for the company in the coming years. Earn- 
ings for the last three years have been on the 
incline despite the difficulty in the shipping of 
its raw material and finished product. Net 
profits for 1917 were $14,780,000, as compared 
with $13,100,000 in 1916, and $8,840,000 in 1915. 
The company has been paying a dividend of 
30% on its par value of £1. The total assets 
given were £21,552,514, against the capital stock 
outstanding, £10,754,320. 


CARBO-HYDROGEN COMPANY OF 
AMERICA 


Offers Preferred Stock 

An offer of $350,000 of this company’s 7% 
cumulative preferred stock at a price of $4.87%4 
and accrued dividend with a bonus of 25% 
common stock was recently made. The stock 
is redeemable at 105 on any dividend date. 
a - ~ ten 42 28S ended cher 

st, , Showed gross, against 7 
921 in 1917; net after taxes, $265,678 in 1918 

ainst $196,528 in 1917, and a surplus after 
dividend of $101,018 against $38,932 for the 
corresponding period in the preceding year. 

The company was incorporated in 1915 with 
an authorized capital of $5,000,000, of which 
$2,250,000 was to be 7% cumulative pfd. and 
the balance of $2,750,000 common. It was 
formed for the purpose of manufacturing 
carbo-hydrogen and had carbo equipment for 
using it. Carbo-hydrogen is the trade name for 
a new gas developed to be used for cutting iron 
and steel and welding iron, steel, brass, alumi- 
num, copper, cast iron, etc. 


KEYSTONE TIRE & RUBBER COM. 
PANY, INC. 
Perfection Tire & Rubber Co. Contracts to 
Manufacture Keystone Tires ; 
If the market action of the Keystone Tire & 
Rubber Company’s stock is an indicator, the 
company is doing a large business and great 
expansion is predicted. The stock has re- 
cently been selling on a basis of between 510 
and 520%. 
Recently, the company entered into a con- 
tract with the Perfection Tire & Rubber Com- 
pany, at Fort Madison, Iowa, under terms by 
which the latter company will manufacture 
Keystone Tires. The group manufactured at 
the Perfection factories will be shipped direct 
to the stores controlled by the Keystone Tire 
& Rubber Company in the Middle West, thus 
saving considerable freight se. The 
rowing demand, particularly in the West, for 
eystone Tires forced that company to seek 
a source of permanent supply. : 
The Perfection Meee stock is also 
listed on the New York Curb, but has not been 





actively traded in for some time. Upon the 
news of the acquisition of this contract, the 
stock advanced about 100% over night. The 
Perfection Company was hurt because of. re- 
strictions on their output placed by the Gov- 
ernment during the war. In former years, the 
Perfection Company showed earnings and 
at one time dividends were being paid on the 
stock. No dividends are being paid now, how- 
ever. With restrictions removed and with the 
Keystone contract as a basis, the company ex- 
pects to show good returns again. 


CANADIAN CAR & FOUNDRY 


Earned $43.36 a Share on the Preferred for 
Year Ended Sept. 30th, 1918 

Net earnings for the year ended September 
30, 1918, $4,617,390, as compared to $2,572,884 
in the same period during 1917. The next be- 
fore dividend was equal to $3,252,608 as com- 
pared to $1,413,009 in the previous year. 

The earnings of 1918, which are subject to 
war tax, were equal to $43.36 a share on the 
preferred stock. In presenting the annual re- 
port to the stockholders, President Curry made 
the following statement: 

“The aggregate output of your companies for 
the fiscal year was approximately $45,233,000, 
of which aomunt about 75% was car and foun- 
dry business, in our regular lines and about 
25% munition work. The earnings have been 
charged with the full cost of maintenance of 
all your plants, as well as the regular depre- 
ciation. In addition, the sum of $1,196,163.86 
is charged against earnings for the purpose of 
writing down extraordinary expenditures, 
made for the production of munitions and 
ships. The combined orders of your company 
and its subsidiaries, at December, 1918, aggre- 

ted $20,000,000. We are hopeful that output 

or the year 1919 will be as large as 1918, not- 
withstanding elimination of all munition work.” 








FULTON MOTOR TRUCK 
Company’s New Locomotor Popular 
At a recent convention of dealers and dis- 
tributors, covering several days, the company 
exhibited for the first time its new Locomotor, 
the tractor designed by its engineers. It is 
reported that the tractor had an enthusiastic 
reception, and orders for about $3,000,000 were 

closed. 

The arrears of preferred dividends of 
11 1-3% were paid January 10. The preferred 
stock is now on a regular 8% basis. 


MARCONI WIRELESS 
Annual Report of Subsidiary 

Profits for the year ended December 31, 
1917, of the Marconi Wireless Company of 
Canada, Ltd. a subsidiary of the Marconi 
Wireless Company of America. At the annual 
meeting J. M. Greenshields was elected presi- 
— of the company, succeeding Andrew: A. 

an. 
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Market Movements 


With Special Reference to the Relation Between the Fixed 
and Floating Supply of Stocks 





By FREDERIC DREW BOND 





Chapter I—Primary Factors in Market Movements 


My have been written by men who 
have had a good deal of market 
experience themselves and the writers, 
in their aim to be practical—to help the 
reader in his market operation ave 
tended to place the emphasis on im- 
mediately practical suggestions which 
sometimes seem almost obvious. A 
well-known elementary book—and a 
very good book it is—was reviewed in 
three words in a well-known economic 
magazine: “Obvious truths restated.” 
Often it is well enough to restate popu- 
lar truths, but to get to the bottom of 
a vast and complicated process one can 
be sure that some things not alto- 
gether obvious will also have to be 
stated. 

The present series of articles aims to 
be practical. It is addressed primarily 
to buyers and sellers of stocks. It 
might be added that the writer, as 
manager of customer’s room, operator 
for himself and for others under power- 
of-attorney, and as committeeman in 
several corporation readjustments— 
has been “at the front.” 

My intention is to call attention to 
certain facts of a fundamental kind but 
whose significance as affecting the 
market is not always on the surface. 
Stock Exchange operations will be dis- 
cussed as being the keystone of big 
corporate business, with the object of 
providing a background of some tech- 
nical knowledge of definite value to the 
man in the market. 


Why Prices Fluctuate 
At the start, it is well to recapitulate 


OST works on the movement of 
|Mi tices on the stock exchange 


briefly why stock prices vary at all and 
why they vary in a series of up-and- 
down swings within larger similar 
swings. 

As regards the former of these 
points, it is a platitude to say that peo- 
ple buy and sell stocks because they 
expect investment returns from them, 
now or in the future; because they ex- 
pect them to go up in price or to. de- 
cline; or, much more rarely, because 
they need them to control a corpora- 
tion or to influence a corporate situ- 
ation. 

Thus, at the beginning there is what, 
for want of a shorter word, may be 
called the “psychological” factor, to 
consider. This factor is variously 
dubbed the “temper of the public,” the 
“mood of Wall Street,” “speculative 
sentiment” and so on. More exactly, 
it may be described as the market ac- 
tion arising from the fears, hopes and 
necessities of traders as these are based 
on their market beliefs and judgments. 

The late Walter Bagehot, the author 
of “Lombard Street,” used to say that 
the “economic man* assumed by poli- 
tical economy, could be found alive 
only in the stock market because the 
stock market is the only place in the 
world where participants are influ- 
enced exclusively by the desire to 
make money and to avoid loss. While 
it might be shown that perhaps this is 
not quite literally true even in the 
stock market, yet the thought is one 
which does introduce a simplification 


’ into what is at best a sufficiently mixed- 


up affair in its own nature. 
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We may, in fact, safely. neglect any 
other actual intentions than the two 
desires mentioned. But there is a good 
deal of difference between intentions 
and motives. The stock speculator in- 
tends to make money or to avoid loss 
but his motives for so intending may 
be very diverse. He may act from a 
perfect multiplicity of motives. 

The condition of a company is usu- 
ally set forth as a factor in stock mar- 
ket movements of its shares, and in the 
sense intended this statement is obvi- 
ously correct. But, speaking with 
strict exactitude, it is evident that the 
condition of a company affects the 
price of its stock only through the 
minds and acts of the buyers and 
sellers of the stock. In the same way, 
when a factor such as a rise in interest 
rates, a variation in the fortunes of 
war, an earthquake or some other 
notable event, affects the market it 
really does so only through the psy- 
chological factor here mentioned. 

We do not need to dwell either on 
these more general conditions nor on 
the status of a company in the busi- 
ness world in the present articles, be- 
cause these subjects have been fully 
and excellently treated in other works 
and the plan here is more limited in 
scope and directly practical in view. 

Let us now glance at the second gen- 
eral factor in stock movements. We 
refer to the limitation imposed on the 
speculator by his credit restrictions, 
regardless of what he wants to or 
why. In a word, the question of the 
relations between the toes and the 
exchange arises. Were dealings on the 
exchange for cash this question would 
have little significance, or would arise 
only in the limited sense of loans made 
on stocks after purchase, by the owner. 
But under our American speculative 
system, the question not only arises 
but it takes a peculiarly definite form 
which has different effects from that 
resulting from a radically different 
method of credit extension and restric- 
tion, such for example as that of the 
London and Paris banks to the Stock 
Exchanges in those cities. The method 


of extending bank credit by fortnightly 
London, approxi- 


settlements, as in 


mates more nearly to the conditions 
involved in making ordinary commer- 
cial loans. Something will be said on 
this matter of banking restrictions 
later on, because it is a vitally impor- 
tant factor, which at certain times as- 
sumes great power over market move- 
ments both in individual stocks and in 
the general market. 

But, meanwhile, let us indicate the 
third of the market factors and the one 
with which these articles will be most 
concerned in an endeavor to discuss 
and illustrate fully. Reference is made 
to that factor which may be called the 
relation between the fixed and floating 
supply of a stock. A physical restric- 
tion may here be considered to exist, 
for, obviously, more shares of a stock 
cannot be delivered to purchasers than 
are in existence. Nor can the percent- 
age relation between these two sources 
of stock supply be altered save by ac- 
tual buying and selling or by corporate 
readjustment of capitalization. 


What is the “Floating Supply?” 

As this matter is rather a new field, 
we shall need some exact definitions. 
The ression “floating supply” is 
heard often enough in Wall Street but 
usually in a rather vague way. It is 
often used in a more or less general 
manner to mean the stock loosely held 
and in the hands of brokers or traders 
for short turns. Sometimes it is 
used to mean the stock which you can 
go into the market and buy without 
much or any disturbance of current 
quotations. But, in the former of these 
two senses, it seems better to speak of 
the stock meant, as that “in the mar- 
ket”—an expression much more exact 
and, in general, used by brokers with 
this definite meaning. 

For the purposes of the present dis- 
cussion, the floating supply may be 
provisionally defined as that part of 
the outstanding capitalization of a 
stock held for speculative pu s. It 
will a r in considering this matter 
that this quantity will have to be esti- 
mated in connection also with a day’s 


. turnover in stocks and with the influ- 


ence ‘of the stock exchange clearing 
house. 
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For the present, it will be sufficient 
to say that the floating supply may 
vary with each transaction, for obvi- 
ously stock owned by an investor may 
be bought by a speculator, and vice 
versa. The quantity may, and usually 
does, also vary with differences in price 
levels. Stock not for sale at the cur- 
rent price may be forced out from lack 
of margin, were prices to drop a point 
or two; while other stock may be 
definitely brought to market at a price 
a point or two higher than that cur- 
rent. In the course of all such transac- 
tions, the amount of floating supply, 
while it almost always is changed, is 
not necessarily so changed, for it is 
conceivable that the shares dealt in 
may be held by new owners of the 
same caliber and in the same situation 
as the previous owners. 

Speculative commitments for price 
changes may thus be regarded as prac- 
tically identical with the floating sup- 
ply and, in general, we may take this 
floating supply as equivalent to all 
stock outstanding save that held for in- 
vestment or for control, held in trust 
and held in process of accumulation 
“for the long pull.” In the latter in- 
stance, the line of demarcation will not 
always be clear, but in a market in a 
state of continuous flux and reflux like 
the stock market, the above statement 
seems to come as near as possible to 
furnishing a working definition, for the 
purposes of exhibiting the results and 
their practical consequences to which 
it is desired to call attention. As here 
defined, probably nearly all of the float- 
ing supply of stocks is carried on margin 
with brokers and by them usually re- 
hypothecated at banks, while smaller 
quantities may be pledged directly with 
banks or held outright by legal owner. 

The fixed supply may also in part be 
held in pledge, and particularly this 
may be the case where the part of such 
fixed supply in question is held for con- 
trol or for accumulative purposes, It 
will be noticed that, consequently, all 
these distinctions turn partly on the 
element of intention of the owners of 
the stock as to what they will do with 


it. This is a real though not a con- 
crete condition and must be accepted 
as part of the nature of a stock market, 
and as one of the obvious reasons for 
the perplexities which attend its study. 

It must be evident from the above 
that it is only because the stock market 
is actually and legitimately a market 
that the importance of this relation be- 
tween fixed and floating supply arises. 
It is relevant to repeat Emory’s dis- 
tinction in this matter, the only exact 
one which the writer knows of. Gamb- 
ling, says this financial writer, “con- 
sists in placing money on artificially 
created risks of some fortuitous event; 
speculation consists in assuming the 
inevitable economic risks of changes 
in value.” 


Cause of Minor Movements 


As regards the second point noted at 
the beginning of this article, namely, 
the question as to why stocks swing to- 
and-fro between larger swings, only a 
few general words need be said. This 
depends ultimately on the fact that, 
while a speculator’s position must be 
either long or short, his time of entry 
into the market and his intention as 
to length of maintenance of a commit- 
ment may differ continually. When 
buying commitments intended only for 
a short turn predominate, we have a 
bulge of some extent; when they are 
overweighed by a 
factors a softness appears. in gen- 
eral, operators aim either at short turns 
(scalping), at intermediate swings, or at 
the “long pull,” we have the three types 
of market swings. 

The late Charles H. Dow seems to 
have been the first to call attention to 
the fact that swings are usually of 
these three classes, though, as far as 
the writer knows, he did not assign 
the reason. It may also be noted that 
these swings are well described by the 
terms, primary, secondary and tertiary, 
according to their — primary y re- 
ferring to the swings of greatest dura- 
tion icated on the broad fundamental 
conditions of industry, commerce and 
finance. 


(To be continued) 
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53700 Loose Wiles ..... is 17% 45 +2 
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87700 Adv-Rumely ..... 26. 9% 197000 Max. Mot. ..... +4 2 
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IMPORTANT DIVIDEND ANNOUNCEMENTS 


To Obtain a Dividend Directly from a Company the Stock Must Be Transferred Into 
the Owner’s Name Before the Date of the Closing of the Company's Books 





Ann. 
Rate Name 


cies Amer Beet Sugar, c. 
.. Amer Chicle, c 


Rr 

LATRRK ay 
22D OOCoO oO 
TUEREREEEE 


5% Central Leather, c.. 
6% Chic Pneumatic Tool 
6% Cities Service, p 

6% Cities 


Cc 
3% Canada Southern .. : 
1 


RRKRK 
RRKKRRARKRKAR 
[90 KRoow 
BEEBEBBBS 


$6 


$10 Del, Lack & W. RR $2.50 
2% Distillers Secur ... % 
P Distillers Secur, ext. in? 
7% Dominion Coal, p.. % 

6% Dominion Steel, p.. i % o 


BBBE 


$20 Eureka Pipe Line.. 


je 


Harb-Walk Rf, % 
‘39 Holly Sagar Corp. 5 » 14% O Jan. 


1 
$8 indians Pipe Line.. $2 Q 
d. Pipe Line, ext. $1.50 
“$3 In iration Con Cop $2 g 
6% I 


6% er Nickel, p 


7% Kayser (Jul) Ist p.. i% an. 

7% Kayser (Jul), 2nd p 14% an. 

4% Kress (S H), c.... 1 % an. 
A 

7% Louisville & Nash... 34% S Jan. 


Ann. 
Rate Name 


7% Mass Gas, c 
$4 Miami Copper 


7% Task jiotere, Pp. 


Motor: 
16% — Jereny ee 
5% N Y¥ Cen 


fi 


Sen, Peerereyere 


EE wk 
RRRTERRKEA 


7% 


ke 


x0 ot pas oxo os one 8 ous suo 
nw Kx 


Prairie 
Pub Serv of No li, es 
% Pub Serv of Noli, c 





6% 
$8 S 


$8 S 
6% 
8% 





$4 U Valted Alloy Steel. 
$F U3 Un Oil of Cal 


4% Va Caro Chem, c... : Feb. 
6% Vir Ry & Pow, p... . Jan. 


$5 Ward Cheat), $s A Feb. 
$3.50 West Elec & fg, < 7 rye £3 Dec. 31 — 
$2.50 York Rys, p 62%e Q Jan. 20 Jan. 


ext—Extra dividend. 
a—Initial dividend. 
b—On account of accumulated dividends. 
- 6% in cash, 6 Ch in 4%% Liberty Bonds and 20 
Ist pfd. 7% cumulative stock. 
e—Payable in common stock. 


. 10 xx—Payable in Liberty Loan Bonds. 
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